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DEPOSITS AS CURRENCY. 


In the discussions upon the various phases of the cur- 
rency question during the last twenty years, the popular 
dread of contraction and its consequences has seldom 
been appealed to in vain. Congress has been a good 
index of public opinion in this respect, and in Congress 
there has steadily been an element which seemed to have 
grasped the idea of a connection between contraction and 
falling prices, as the one and sufficient key to the practi- 
cal questions which were to be settled. To this fact were 
due the weak legislation of 1874, to go back no further, 
and the necessity in 1875 of so framing the Resumption 
Act as to leave its meaning open to opposite constructions 
and its operation uncertain,— a necessity which Mr. Sher- 
man, in carrying the bill through the Senate, did not seek 
to disguise. Nothing else than a deep conviction in Con- 
gress that “the people would not stand contraction” can 
explain the fact that the act of May 31, 1878, “to forbid 
the further retirement of legal tender notes,” was carried 
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through the House of Representatives under a suspension 
of the rules and without a word of discussion, the decision 
of the question as to the meaning of resumption and the 
perpetuity of the legal tender issues being treated as of 
less consequence than the appointment of a door-keeper. 
And, in the discussions of the national banking system, 
the same dread of contraction, or of a supposed popular 
fear of contraction, constantly appears, and shapes the 
expedients offered by the opponents, and_sometimes by 
the friends, of the present system. 

This, however, brings forward in a convenient form the 
question, What is the currency of which the contraction 
is thus dreaded? In the resumption discussions, it was 
assumed that, apart from specie, the legal tender and 
bank-notes make up the currency; the amount of each 
kind outstanding was anxiously computed, and the in- 
crease or diminution of the aggregate noted as a decisive 
fact. And so, too, in later discussions, the sinking of 
bank-note issues, while the legal tenders are constant in 
amount, is often treated as a portent, the lesson of which 
is either the remodelling and renewing of the system or 
the substitution of government paper for bank-notes, as 
may be preferred. Without attempting a formal state- 
ment of the constituents of the currency, the writer 
wishes to recall the fact that there is a kind of bank cir- 
culation more important than bank-notes, and that the 
theorems of currency cannot be correctly applied if this is 
ignored. 

The ease with which we ignore deposits as a part of the 
currency seems the more remarkable, when we consider 
that few men in business fail to recognize the true mean- 
ing of this form of bank liability; that it is a circulating 
medium in as true a sense and in the same sense as the 
bank-note, and that, like the bank-note, it is created by 
the bank and for the same purposes. McLeod’s remark, 
that “every bank is a bank of issue,” may seem a hard 
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saying: still, every man of affairs would be found apply- 
ing it in practice and recognizing the essential truth con- 
tained in it in a tolerably distinct manner; and probably 
one reason for the moderate interest which practical men 
are apt to take in discussions of currency is, that such 
discussions so commonly deal with what experience shows 
to be only a part of the essential elements of any actual 
question. 

It is interesting to observe that, in the early efforts to 
deal with the subject of credit currency in this country, 
the greatest of the financiers on each side recognized 
plainly and constantly the true significance of the bank 
deposits. Hamilton at the start made a statement which 
could hardly be improved upon: — 


Every loan which a bank makes is, in its first shape, a credit given 
to the borrower in its books, the amount of which it stands ready to 
pay, either in its own notes or in gold or silver, at his option. But, 
in a great number of cases, no actual payment is made in either. 
The borrower frequently, by a check or order, transfers his credit to’ 
some other person, to whom he has a payment to make; who, in his 
turn, is as often content with a similar credit, because he is satisfied 
that he can, whenever he pleases, either convert it into cash or pass 
it to some other hand, as an equivalent for it. And in this manner 
the credit keeps circulating, performing, in every stage, the office of 
money, till it is extinguished by a discount with some person who 
has a payment to make to the bank to an equal or greater amount.* 


Gallatin was quite as explicit as Hamilton, stating his 
proposition more than once,t with a wide interval of 
time, substantially as follows :— 


The bank-notes and the deposits rest precisely on the same basis. 
... We can in no respect whatever perceive the slightest difference 
between the two; and we cannot, therefore, but consider the aggre- 


*Report on a National Bank (1790), vol. iii., p. 128, of Lodge’s edition 
of Hamilton’s Works. 

+See his report to the Senate (March 3, 1809), in American State Papers, 
Finanee, ii., 351; and his essay on the Currency and Banking System, Writ- 
ings, iii., 267, 268. 









































a a A I a a 





> 
404 QUARTERLY JOURNAL OF ECONOMICS 


gate amount of credits payable on demand, standing on the books 
of the several banks, as being part of the currency of the United 
States. This, it appears to us, embraces not only bank-notes, but all 
demands upon banks payable at sight, and including their drafts and 
acceptances. 


These citations, embodying a principle which perhaps 
stands in little need of formal exposition, show plainly 
enough how far much of our discussion and even of our 
legislation has drifted from the position taken at the out- 
set. The current of our legislation for years has not only 
treated note-issue as the subject of chief interest, but has 
often proceeded on the theory that nothing else need be 
considered ; and the debate, in Congress and out, has run 
chiefly upon the greenback and the bank-note. This ab- 
sorption of all interest by the inferior constituent of our 
credit currency is easily explained. Besides the apparent 
ease of legislating upon note-issues and the obvious diffi- 
culty of legislation upon deposits, the notes were, in the 
earlier decades of our history, the more important of 
the two. The comparative sparseness of population and 
the imperfect development of the banking habit, in a new 
and more slowly advancing country and in a less advanced 
age than the present, created an early preference for the 
currency which passes from hand to hand, and discour- 
aged the use of that which implies a resort to the bank. 
Even in the abnormal years 1809 and 1811, when all 
business was stagnant as the result of the embargo and 
subsequent non-intercourse, the note-circulation of the 
Bank of the United States was little below its debt to 
individual depositors, as shown by the only statements of 
that institution ever given to Congress; and, in the ac- 
counts even of the best developed State banks of that 
date, the notes have clearly the first place. The figures 
collected by Gallatin for 1820 and 1829 show the same 
preponderance of note-circulation. The returns collected 
by the Treasury for many years, under the resolution of 
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July, 1832, show that it was not until 1855 that the 
deposits of the banks taken in the aggregate rose above 
their circulation. Even under such special circumstances 
as those of Massachusetts, the notes continued to be the 
more important element until 1858, with the exception of 
an irregular period from 1806 to 1823, and two or three 
scattered years of exceptional conditions.* 

And not only were the notes practically the more 
important during these years, but events riveted the at- 
tention of the public upon them. The suspension of 
specie payments at the close of the second war with 
Great Britain, the history of the second Bank of the 
United States and the struggle for its recharter, and the 
hard-money movement which finally led to the indepen- 
dent treasury system, all tended to keep the notes in the 
foreground, and to give the impression that banking is 
synonymous with note-issue, as the old acts of Parliament 
treated it. The long-continued suspension of 1861 and 
the later controversies, turning primarily on the ques- 
tions raised by the greenbacks, but involving the bank- 
notes, have easily and naturally followed the same line. 

Our experience resembles that of other countries in this 
respect. Even in England, where modern deposit bank- 
ing had its earliest development and has reached its high- 
est point, and where for more than forty years legislation 
has set the note-circulation apart in such a way as to 
bring ito the strongest possible relief the currency func- 
tion of deposits, there is the same trouble in realizing 
a patent fact, and from the same cause, if we may trust 
Bagehot :— 

Probably up to 1830 in England, or thereabouts, the main profit of 
banks was derived from the circulation; and for many years after 
that the deposits were treated as very minor matters, and the whole 


of so-called banking discussion turned on questions of circulation. 
We are still living in the débris of that controversy ; for, as I have 


*See Gallatin, Writings, iii., pp. 291, 296; and Report of the Comptroller of 
the Currency for 1876, pp. 38-46, and Appendix. 
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so often said, people can hardly think of the structure of Lombard 
Street except with reference to the paper currency and to the Act of 
1844, which regulates it now.* 


Even a writer usually so much in sympathy with the 
practical movement of the times as Jevons, in his Money 
and the Mechanism of Exchange, shows a singular inability 
to free himself from the old notion that money and bank- 
notes are nearly all that need be dealt with in treating of 
currency. The real importance, however, of the neg- 
lected element is shown by the published returns. At the 
close of 1886, the total note-issue of the United Kingdom, 
including that of the Banks of England and Ireland and 
of all private banks and joint stock banks, was slightly 
over £50,000,000.t At nearly the same date, the deposit 
accounts of the joint stock banks of the kingdom, nearly 
all shown by published accounts, amounted to £446,800,- 
000, and the “ other deposits” of the Bank of England to 
£29,000,000: so that, with allowance for private banks 
and others for which estimates only can be had, it is prob- 
able that there was an aggregate of £560,000,000 to 
£570,000,000.t The chief expansible element of the cur- 
rency, on which the growth of English domestic trade and 
the adjustment of a constantly swelling mass of transac- 
tions have mainly depended, has been this vast system of 
transferable credits, which still waits for its due share of 
attention in economic discussion. 

England is still cumbered by the débris of the old con- 
troversies over note-issue, but the continental countries 
are still in the heat of controversy itself. The question 
as to the close monopoly held by the Bank of France and 
the monopoly held by groups of banks in Germany and 
Italy, together with the imperfect development of what 
we have called the banking habit, has curiously narrowed 


* Lombard Street, p. 85. 
t Journal of Statistical Society, March, 1887, pp. 251, 252. 
tSee Economist, May 21, 1887. 
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all current discussion as to “banks of issue,” and has 
made questions of banking seem to turn upon the kind of 
evidence by which the existence of similar debts may hap- 
pen to be certified. The whole continent is, in fact, in 
much the same stage as England and the United States 
before 1880, as regards practical methods. The “account 
current” holds its place in the statements of the conti- 
nental banks, but the place is not an important one. The 
check has helped to introduce the clearing-house; but 
progress is slow, and the scale of operations — while it 
shows a gain of convenience for the banks concerned — 
does not indicate the use of the machinery as a vital 
part of the circulating system of a country. Continental 
writers, therefore, have naturally done even less than 
English towards setting the deposit and check system in 
its true light.* 

In making the inquiry as to the share which deposits 
have in the active circulation of the United States, we 
happily have a good source of information in the reports 
of the Comptroller of the Currency. These reports give, 
with precision, five times a year the circulation and de- 
posits of all the national banks; and from these state- 
ments 4 sufficiently fair average for any year or any six 
months may be struck. The tax formerly levied by the 
United States upon deposits also brought into the Treas- 
ury returns from all banks and trust companies doing 
business under the laws of the several States and from 
private bankers, which may fairly be taken as accurate 
down to November, 1882, when the repeal of the tax put 


*Courtois, who recognizes with tolerable distinctness the similarity be- 
tween the issue of notes and the opening of a deposit account, makes the 
naive remark: ‘* On a créé un concurrent au billet de banque, il est vrai, mais 
un concurrent bien faible; quel stimulant & déposer des espéces en compte 
courant & la Banque, si on ne vous sert aucun intérét?”’ Histoire des Banques 
en France, p. 241. Wagner, in his article in Schénberg’s Handbuch on Credit 
und Bankwesen, has some important remarks on the origin of ‘* book-credit- 
deposits ”’ and their use as a real substitute for notes. See §§ 54-57. Knies, in 
Geld und Credit, fails to reach any clear conception of the function of deposits. 
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an end to the series. Since that date, moreover, the suc- 
cessive comptrollers have obtained from official sources 
such information as could be had respecting State banks 
and trust companies; and this, although imperfect and not 
given for uniform dates, is an approximation to the actual 
movement down to the present time. Unfortunately, 
there are no longer the means of determining the amount 
of the deposits with private banks and bankers. Taking 
then, for comparison, the six months’ averages which the 
comptroller’s reports give for the banks other than na- 
tional, the figures from these sources may be grouped as 
follows : — 
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Of the reported deposits of trust companies, only a 
small proportion represent the trusts held by these com- 
‘panies; but by far the greater part belongs to the bank- 
ing business, which is their chief function. And, although 
the action of parts of their deposit accounts may be slug- 
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gish from their methods of dealing with customers,— as 
is also true in some degree of any bank, national or State, 
—it seems not unfair on the whole to let these deposits 
stand on the same footing as those of the ordinary banks, 
especially in view of the probability that the figures are 
within rather than beyond the truth. Of the deposits of 
private bankers, also probably not overstated before 1883, 
it can only be said that the amounts, if they could be 
known, would probably show that the increase observed 
down to that date has continued since. 

There can be little doubt, then, that in 1886 the aggre- 
gate deposits of banks and bankers in the United States, 
savings banks being of course excluded, were on the 
average above two thousand millions; and there may be 
said to be a high degree of probability that at the present 
time the aggregate stands at nearly double the amount 
which was returned for 1875. The increase has not been 
without interruption. The total has fallen in periods of 
depression, and it has risen with regaining confidence. 
Indeed, the changes in the business situation of the coun- 
try, acting through the demands of persons dealing with 
the banks, of necessity leave at this point a permanent 
record of their passage. But the fact which it is chiefly 
desired to emphasize here is the complete elasticity of this 
section of our currency. It adapts itself to the demand 
of the moment without visible effort and either by ex- 
pansion or contraction, as the case may be; and it does 
this quite irrespective of legislative purpose or guidance. 
From the figures, indeed, the conclusion is irresistible 
that, if for any reason the creation of deposit currency 
through the agency of the national banks is hindered or 
limited, it will make its growth by means of State banks ; 
and, if not by these, then by a system of private bank- 
ing, which no legislation can touch, until the government 
shall assume the power of declaring whether A may owe 
B or not. The growth of this kind of credit may be 
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guided and it may be made more or less sound according 
to the wisdom of legislation. The stability of the stand- 
ard to which its value relates is wholly within legislative 
control, and the continuity of the test of its solvency by 
reference to that standard is within the scope of legisla- 
tive influence. But, whether the legislation be good or 
bad, here is the adjustable part of our system of credit 
currency, and the part of it which will continue to adjust 
itself to the scale of the transactions to which current 
business naturally gives rise. 

And, in view of the extraordinary growth of this kind 
of credit currency, the mere question of the amount of na- 
tional bank-notes in circulation sinks into insignificance, 
and with it the question whether their place must be 
made good by other descriptions of paper, as, for example, 
by greenbacks. There is a real question as to the con- 
venience of using coin, in place of a part of the paper 
which the community uses in its small transactions; there 
is a question as to the wisdom of depriving a great system 
of banks of the ability to supply whichever form of credit 
may be required by the public; and there is a grave ques- 
tion as to having any larger part of our credit currency, 
or any part of it, subject to control as regards its amount, 
by any legislative body whatever. But as regards the 
mere question of contraction, still sometimes brought for- 
ward with respect to the paper currency, the grounds for 
it have ceased to exist. For, besides the fact that since 
resumption specie has come in and must continue to come, 
through an ever open door, to make good any deficiency 
of circulating medium, the growth of deposits has covered 
many times over all loss in the amount of paper circula- 
tion. Indeed, we may go farther, and say that if the 
United States government were to pay off every legal 
tender note, and if every bank-note were to be with- 
drawn, these changes would produce no real contraction 
of the currency. With specie thus brought into common 
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use for smaller and every-day transactions, we should, it 
is true, have a currency far less convenient for its minor 
uses, and we should no doubt see the use of the deposit 
and check system thus carried prematurely into classes of 
transactions and into sections of country where the note 
now meets a popular demand; but, as regards the mass of 
exchanges from which the business condition of the coun- 
try at any given time takes its tone, we should find them 
carried on as now, by a creation of bank credits on what- 
ever scale the needs of the time might require. In fact, 
so soon as specie payments were firmly established and the 
value of credit currency was settled, by its assured con- 
version at pleasure into a solid medium, contraction ceased 
to be any proper object of dread. 

Upon this point sufficient evidence is presented by the 
operations of the national banks since the resumption of 
specie payment. Of these operations, the great results 
are clearly shown in the diagram issued with the comp- 
troller’s report for 1886. Inspection of this diagrant 
shows an enormous expansion of the general scale of 
transactions by the banks since 1879. This expansion has 
come only in a moderate degree from the application of 
new banking capital; it has come in spite of the sinking 
of the line which describes the changes in circulation, and 
chiefly from the sharp rise of the line of deposits during 
the flush period from April, 1879, to December, 1881, and 
again from the fall of 1884 to the present time. The 
elastic power of the deposit. currency, and the certainty 
with which it fills the void left by the disappearance of 
paper, could not be illustrated better than by the soaring 
of the red line as the black one sinks, upon Mr. Tren- 
holm’s chart. 


The legitimate inference from these considerations is 
not, however, that the disappearance of the bank-note, or 
the substitution of government paper for it, is to be 
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viewed with indifference. The business of a country in 
which the banking habit is firmly seated, will, it is true, 
find a medium of exchange, and in the amount needed; 
but it is of great consequence that the medium used 
should be made up of the kinds most convenient for the 
use of the community, and divided between those kinds 
in the proportions most convenient. This question of 
proportion is one which no combination of counsellors, 
public or private, can determine. No legislature and no 
conclave of bankers can say that the people of the United 
States require any given amount of notes for the manage- 
ment of their exchanges. The amount which is sufficient 
this year may, and almost certainly will, be either insuff- 
cient or in excess the next; and it is partly from a sense 
of the absolute inability of any human foresight to deal 
with this problem, that we owe the multitude of schemes 
proposed in years past “ to adapt the amount of the [paper] 
currency to the needs of the country.” * 

Left to itself, the country settles this problem of pro- 
portion in a natural way, by the demand which each indi- 
vidual using a credit currency of any kind will make for 
notes or for a deposit account, as his special conditions 
may require. But, in order that this natural process 
should go on easily and without inconvenience to the 
community, it is requisite that the banks or bankers with 
whom individuals deal when obtaining loans or receiving 
payments should have the ability to respond to demand 
in either form; in other words, that the creditor of the 
bank or banker should be able to receive the evidence 
of his claim in the one form, if he expects to use it in 
large operations or in a closely settled community, or in 

*It is true that there is a party who believe that the issue of notes for the 
country should be fixed and “‘have no elastic power.’”’ See Mr. Buckner’s 
speech in the House on the extension of bank charters, April 17, 1882. And 
a Secretary of the Treasury once committed himself to the astonishing propo- 
sition, that the issue of bank-notes ought to be fixed in amount and the issue 


of legal tenders adjustable by the Treasury, according to its conception of the 
needs of the time. See Finance Report, 1872, p. xx. 
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the other, if in small operations or where hand-to-hand 
dealings are the rule, and that the lender should find his 
profit equally in responding to either demand. It is only 
by being allowed to take one or the other form, as occa- 
sion requires, that a given mass of bank credit can per- 
form its functions with the maximum of public advantage. 
There may be sound reasons of a different order for not 
giving the power of issue in both forms to every company 
or individual carrying on the business of banking; in 
other words, the ideal of a perfectly free system of bank- 
ing is no doubt beyond reach ; —but that, for the greatest 
advantage of the public, the issue of notes by banks 
should be widely enough diffused to present in every 
considerable district which uses banking facilities at all 
the easy choice between the two methods of using credit, 
seems to be beyond dispute. This choice is given only 
when the power of issue is substantially in the same hands 
which control the loans and the business of banking gen- 
erally. It is, in fact, one of the great services rendered 
by the national banking system that, for a most critical 
quarter century, it carried note-issue and deposit banking 
side by side throughout the greater part of the country, 
under the management of a class of remarkably sound 
institutions, giving to the community many of the bene- 
fits of free banking, with the minimum of its risks. As 
a substitute for this system, the issue of notes by the 
Treasury is as little to the purpose as the striking of 
coins by the mint; nor is there any machinery by which 
the operations of the Treasury can be made to perform 
the desired office. Happily, those operations are quite 
distinct from the commercial movement of the country, 
and are unsuited by their nature for any closer connec- 
tion with it, even if such connection were expedient. 
To the firm establishment of the right of note-issue as a 
practical alternative given to the banking system of the 
country, it is doubtful whether any serious opposition 
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would have arisen, had there not been an impression that 
in some way this right is the opportunity, either for an 
exorbitant profit or, at any rate, for a profit which should 
be reaped by the government. As regards the amount 
of the profit coming from circulation, no real answer has 
ever been made to the computations by which the late 
comptroller repeatedly demonstrated in his reports the 
trifling margin of gain left by the use of credit in this 
form. Whatever may have been the profits of banks from 
this source fifteen years ago, with the rates of interest 
then prevailing, there is no doubt as to the comparative 
unimportance to-day of using their credit in a form which 
requires as a preliminary the investment of capital at the 
rate of two and a half per cent. Indeed, the figures show 
that, by jealously maintaining the primitive forms of the 
national system under altered conditions, note-circulation 
has long been systematically discouraged and its essential 
advantages for the public sacrificed. 

To every practical demonstration of the narrow margin 
of profit, however, the common reply is, after all, a more 
or less open appeal to the theory of a supposed double 
source of profit under a secured issue,—a theory which 
has had a strong hold on the public, and has not always 
been met with complete perception of its hollowness, even 
by the friends of the national system. For the present 
purpose, it is enough to point out that the source of profit 
for any bank is the investments in securities or loans 
which it can hold, by the use of its capital together with 
its credit in any form; that its profit is not increased by 
pledging any part of the investment to secure any class 
of liabilities ; and that, therefore, the sources of profit open 
to national banks issuing notes are of precisely the same 
order as those enjoyed by State banks and private bank- 
ers. The national bank has the great advantage of a 
choice between methods of using its credit; but, how- 
ever its choice is made, its investment is necessarily 
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measured by its capital plus its credit, which is also the 
measure for its non-issuing neighbors. The confinement 
of the national banks therefore to the use of credit in one 
form, instead of giving them an alternative between two, 
would not cut off a double profit now enjoyed, but would 
merely require that the credit by which a part of their 
profit is earned should be evidenced by book account, and 
not by demand note, or vice versa. In short, the profits 
of the banks are increased by the right of issue only so 
far as that right makes it possible to extend the credit of 
the banks, and so to increase their holding of investments, 
beyond the point which they could reach by the use of 
the deposit system alone. But the swift extension of 
deposits already pointed out makes it extremely doubtful 
whether the extinction of any serious effect on the total 
amount of bank credit used or the note-issues would now 
have any practical result other than a certain inconven- 
ience to the public. Barring the effect on some of the 
smaller interior banks, the probability is that the national 
banks in the aggregate would, even without the right of 
issuing notes, continue to expand their business and to 
earn such dividends as the current rate of interest would 
have allowed in any case. This is the natural inference 
from the fact already noted, that hitherto the displace- 
ment of their notes has been far more than made good by 
the increase of deposit accounts. 

That the government makes a saving by the issue of its 
own notes, so far as these are the substitute for an inter- 
est-bearing debt, and that it might make a still larger 
saving by occupying the whole field of paper circulation, 
is an independent consideration. It is, however, plainly 
a consideration of very little practical value, when we 
take into account the ease with which ordinary sources 
of income enable the government to reduce its debt as 
well as meet its expenditure, and the fact that the dis- 
position of a surplus revenue has been so far an insol- 
uble problem. Obviously, the government of the United 
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States can afford to settle the currency of the country 
upon whatever basis is found to be for the convenience 
and advantage of the public, without being diverted from 
this aim by any necessity for securing a certain number of 
millions. It is conceivable that other functions now left 
to private enterprise might at a pinch be assumed by the 
Treasury and made to produce a revenue; but few per- 
sons would pretend that there is any fiscal reason which 
could be of weight in favor of such an assumption, if it 
appears that the general interest is in any way promoted 
by leaving the service to individuals. Economy at any 
cost is not our rule in dealing with other subjects, and 
there is no reason why it should be a controlling consider- 
ation in the regulation of any part of our currency. 
Assuming, then, that the profits of note-circulation are 
but the ordinary profits of bank credit, such as will be 
earned under whatever system may finally prevail, and 
assuming also that the government can afford to forego 
the use of its credit in the form of notes, and to allow 
the banks to continue and extend the use of theirs, the 
question as to our banking system resolves itself into 
the inquiry, whether it is for the interest of the public 
to keep the deposit banking as far as possible under the 
national system, or to allow it to drift more and more 
into the possession of State banks or into private hands. 
The optional use of the right of circulation being re- 
moved, not much is required, it would seem, to turn the 
scale as between a national charter, on the one hand, 
with its numerous safeguards and its strict public super- 
vision, and a State charter, on the other, with its frequent 
absence of all limitations,— to say nothing of the com- 
plete license of private banking. The fact of the existence 
of nine hundred State banks and of thirty-six hundred 
private banking-houses is evidence on this point. “It is 
doubtful,” says Mr. Trenholm, “ whether the banks would 
find sufficient inducement to remain in the system with- 
out enjoying some privileges as to the issue of currency.” 
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The doubt whether there is power under the Constitu- 
tion to charter banks except in connection with an issue 
of notes may probably be dismissed; but not so the doubt 
whether banks would care to hold national charters if the 
power of note-issue were withdrawn. For here the com- 
parative soundness and safety of the whole of our credit 
currency come into question, and we have to ask, What 
is the safest system for its more important as well as its 
minor element? If there is reason for demanding that 
the currency used in the small transactions of the com- 
munity shall be secure, there is also reason for requiting 
that the greater currency used in large transactions shall 
be secure. That complete supervision of the latter is im- 
possible from the nature of the case does not affect the 
result: it is still for the advantage of all that as large a 
proportion as possible of the sources of our real currency 
should be kept under that organization which practi- 
cally is found to insure the best oversight and the safest 
management. There is no doubt as to which organi-— 
zation that is. ‘The conclusion seems, then, to be irresist- 
ible that, if the national system can retain its control over 
twelve hundred millions of deposits, as the figures now 
stand, and perhaps extend its control over a part of the 
eight or ten hundred millions held elsewhere, the commu- 
nity would buy this result cheaply by allowing the issue 
of such proportion of bank-notes as this mass of business 
would imply. The risk of inflation from over-issue would 
not be a serious element in the account. It would not 
be appreciably greater than at present; for, after all, 
inflation is as easy and, under favoring conditions, occurs 
as surely with a system of pure deposit as with a note 
system, as the operations of our own banks in any period 
of excitement may testify. And, in any case, the security 
against the consequences of inflation is not to be found 
in the limitation or extinction of notes, but in specie 
redemption for all liabilities, and in the encouragement 
given to sound banking by steady oversight and publicity. 
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Such security, it may be presumed, we shall continue to 
have under the national system in as great a measure as 
at present. 

The kernel of the banking question for the United 
States, then, as it seems to the writer, is to be found in 
the future of the deposit system. If this is settled upon 
the best plan practicable, the substance of the question 
will have been disposed of; and, for the purpose of such 
settlement, the continuance or, perhaps it should be said, 
the revival of the right of issue might well be allowed 
as a makeweight. It is not within the scope of this paper 
to discuss the various propositions for meeting the prac- 
tical difficulty arising from the extinction of the national 
debt. It may be said of these propositions in general, 
however, that they are expedients for prolonging the 
existence of the national bank-note issue for such time 
as any part of the national debt may remain unpaid, post- 
poning the main question, which must present itself with 
the disappearance of the debt. In this part of the dis- 
cussion, as in others, the impression created by the success 
with which the present secured circulation has worked is 
so great, that it is hard to bear in mind that, after all, 
the kind of security held is not of the essence of the sys- 
tem. Evidently, the fundamental point is that the notes 
shall be secured by a preferred claim upon some suffi- 
cient portion of the property of the issuing bank. This 
portion of property, now required to consist of United 
States bonds, may, however, equally well consist of other 
securities of assured value. It is, indeed, entirely conceiv- 
able, so far as the principle of the system is concerned, 
that here, as in Germany, a solid circulation might be 
issued, of which the basis should be those general secu- 
rities and commercial obligations of short date, which are 
found sufficient to guard the credit of a bank with its 
own customers and the public. In short, if we once 
recognize the fact that the particular set of details which 
have marked our system so far are obsolescent, the market 
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is not without securities and the world is not without 
examples, on which a substituted system of circulation 
could be built up safely. 

It would no doubt be difficult to arrange a plan for 
securing notes as simple and perfect in its operation as 
that which the existence of a great public debt has given 
us the enjoyment of since the civil war; but the actual 
difference to the public, if a new basis of security were 
to be sought, would probably not be appreciable. We 
are apt to underrate the extent to which the liabilities 
of the national banks are protected by the general safe- 
guards of the system, as distinguished from the specific 
pledge of securities. ‘The deposit accounts of these banks, 
however, are secured only by the strength of the motives 
which usually prompt directors to prefer good invest- 
ments to bad. And it appears that, with an average of 
such deposits of over one thousand millions for the last 
five years, the loss to depositors has been less than one- 
fifth of one per cent., not of the movement, but of the , 
average holding.* A loss, then, which is hardly greater 
than the mere unnoticed abrasion of some large classes 
of coin-circulation, measures the risk in practice of what 
would be called an entirely uncovered liability, under a 
well-organized system like the present. It is to the reduc- 
tion of a fractional loss like this upon the note-circulation, 
that the machinery of any system of pledged securities is 
directed. To find a working plan which can be used with 
practical safety within such limits cannot be a hard task 
for legislative ingenuity. 

CHARLES F. DUNBAR. 


* Down to September, 1886, the proved claims against insolvent national 
banks since 1863 amounted to $44,236,247, on which $22,508,900 had been paid. 
The last five years of the period were the worst, including the heavy failures 
of the Mechanics’ National Bank of Newark, the Pacific of Boston, the Marine 
of New York, and the Exchange of Norfolk, which amounted to more than 
$12,500,000. For the five years, the proved liabilities of insolvent banks, in- 
cluding these four, were $17,047,245, on which $7,343,000 has been paid. The 
average loss of the five worst years, then, has been less than $2,000,000, or less 
than one-fifth of one per cent. of the deposits. 

















AN HISTORICAL STUDY OF LAW’S SYSTEM. 


Il. 


In the spring of 1719, shares in the Company of the 
West, although higher than billets d’état in the market, 
were still at a discount in current money. It was at this 
time that Law introduced into the French market deal- 
ings in futures, or, as such transactions were termed by 
the speculators, bargains in primes. We obtain exact in- 
formation as to the character of these bargains through 
the language used in a subsequent decree,* in which they 
were defined as follows: “ Agreements to furnish or re- 
ceive at a given date shares, subscriptions, or polices ¢ of 
the said company.” Law’s first transaction of this sort 
was patterned after similar dealings, with which the 
brokers in London had for many years been familiar.t 
It was, however, made in so absurd a manner that its evi- 
dent purpose was to attract attention. He purchased the 
right to call for two hundred shares of the stock at par 
six months after date. Instead of paying a moderate 
sum for the privilege, he is said to have paid 40,000 
livres down, which was to be forfeited, if he did not take 


* Decree of February 11, 1720. Duhautchamp, t. vi., p. 21. 

t Polices were issued, as the quotation in the text shows, by the company, 
and were nearly the equivalent of primes. 

tIn 1692, John Houghton, F.R.S., began the publication of a series of 
miscellaneous papers. A reprint from these papers, in three volumes, entitled 
Husbandry and Trade Improved, was edited by Professor Richard Bradley of 
Cambridge University in 1727. In No. 100, issued June 29, 1694, Houghton 
gives the form of a contract for a ‘‘refuse”’ of shares: this was practically a 
“eall.”” No. 101, July 6, 1694, has for its substance ‘“‘the manner of putting 
stock.” ‘ They give many guineas to some to have liberty to puT upon them ; 
that is, to make them take, and pay the money agreed for so many shares, at 
such a price, in such a time.”” Under the phrase, “ the great mystery of buy- 
ing more than all,” explained in No. 102, July 13, 1694, we recognize the mod- 
ern “‘ corner.” 
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the stock at the given time. Law’s confidence that he 
could by such means stimulate a speculative movement 
in the stock of his company at once met with a response. 
Before his contracts matured, the stock had reached a 
price of ten times its par value. 

It is not to be supposed that Law rested his faith solely 
upon the effect of the “calls” which he had purchased. 
He had already secured for his company the management 
of the colony of Louisiana, the monopoly of its trade and 
of the beaver trade in Canada, the tobacco farm, and the 
privileges of the Company of Senegal. It had at that 
time been determined to annul the grants of the Company 
of the East Indies and the China Company, and to confer 
the privileges and monopolies which they had enjoyed 
upon the Company of the West.* In May, 1719,7 an 
edict was issued announcing the union of these companies, 
by means of which, as was stated in the preamble, a com- 
merce which extended to the four quarters of the globe 
was united under a single control. To place the Com- 
pany of the West in a position to satisfy the creditors of 
the two old companies, as well as to furnish funds for 
commercial transactions, it was authorized to issue, at ten 
per cent. premium, fifty thousand shares, of the par value 
of 500 livres. The premium was payable in cash at the 
time of subscription, and the principal of each share was 


* The upward movement of the market was assisted by stories of the dis- 
covery of mineral wealth in Louisiana, which were from time to time spread 
upon the market. Lacretelle (t. i., p. 272) says: ‘‘ They paid for the lies of 
impudent travellers who affirmed the existence of mines discovered on the 
Upper Mississippi. They did more: they brought to the mint ingots which, 
they said, were brought from the mines, and declared that they assayed more 
than the mines of Peru.”’ Such stories had especial weight at this time, but 
the eagerness of the French to discover minerals in the valley of the Missis- 
sippi was not limited to the time when the company was in power. They 
neglected agriculture, and eagerly sought for mines during the entire period 
of their occupation. The credulity of the French public was, however, espe- 
cially open to deception at this time. Levasseur (p. 154) collates a number of 
anecdotes showing this. 


t Duhautchamp, t. v., p. 191. 
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to be paid in twenty equal monthly payments, all pay- 
ments being required in current coin. The name of the 
company was changed to “The Company of the Indies.” 
This edict was delivered to the Parliament May 23, 
1719;* but its execution was deferred until the 17th of 
June, in consequence of the failure of the Parliament to 
register it. At that date, the edict was put in force by 
decree of council, notwithstanding all opposition. Three 
days later,t a new decree was issued, from which it ap- 
pears that, when the price of shares was fixed at ten per 
cent. premium, they were not worth par in the market ; 
but, even before the edict was published, old shares had 
risen to one hundred and thirty, and the desire for new 
shares was so great that subscriptions were offered for 
more than 50,000,000 livres. It was therefore required 
that every subscriber should be the owner of four of the 
old shares, in order to subscribe for one of the new. This 
limitation of the right to subscribe suggested to the spec- 
ulators the names by which they distinguished the two 
issues. The old shares were termed méres, the new were 
called filles. 

By this ingenious device, the furor for shares, which 
by the middle of June, 1719, was fairly under way, was 
stimulated, although the rise which had already taken 
place and the pressure for the new shares showed that 
a check was needed rather than a spur. Even upon 
Levasseur’s interpretation of the edict, that the first 
monthly payment as well as the premium had to be paid 
before any certificate or evidence of title was issued, 
only 75 livres had to be paid down for a right in a 
stock, which was rising so rapidly in the market that 
there was no risk whatever that the penalty of forfeiture 
would be enforced against the initial payment ; for, if the 
subscriber should find himself unable to meet the monthly 
instalments, he could at any rate sell his right for an 


* Duhautchamp, t. v., p. 204. t Ibid., t. v., p. 207. 
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advance. In an edict issued July 27,* the time for mak- 
ing the first payment on these subscriptions was extended 
to September 1, from which it would seem that rights 
had been secured by merely paying the ten per cent. 
premium. Evidently, such rights were in the hands of 
persons whom it was desirable to protect. 

It had been announced April 22, 1719,f that 110,000,- 
000 livres in bank-notes were enough for trade; but, on 
the 10th ¢ of June, 50,000,000 livres were added, appar- 
ently in preparation for an impending increase of de- 
mand. The rapid transactions which now daily took 
place in stocks and contracts for future deliveries gave 
bank-notes that preference over coin which Law had pre- 
dicted. While coin was thus being attracted to the bank, 
and dealers were becoming accustomed to the use of 
notes in the street, Law was not content with merely con- 
trolling what coin there was in France. He cast longing 
eyes at the piastres which circulated in the miserable 
colony of Louisiana. To extend the circulation of the 
notes and to bring in the piastres to the bank, 25,000,000 
livres in notes were loaned the company on the 16th of 
July, 1719,§ which were to be used for the purpose of 
transporting to France the products of the colony and 
the coin which circulated there. Piastres were to be re- 
deemed at the mint, without charge for coinage. 

To complete the monopoly of maritime privileges with 
which the company had been endowed, the privileges of 
the Company of Africa to the exclusive rights of trade 
with the Barbary States were added by a decree issued 
June 4, 1719.|| The profits of the mint for a term of nine 
years were also ceded on the 25th of July,** the company 


t Ibid., t. v., p. 182, including 10,000,000 to replace indorsed notes. See 
art. ii, 
t Ibid., t. v., p. 202. § Ibid., t. v., p. 211. 
|| Encyclopédie Méthodique, ‘*‘ Commerce,” i., p. 564. 
** Duhautchamp, t. v., p. 215. 
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agreeing to pay for the same 50,000,000 livres in fifteen 
monthly payments; and offices of the bank were ordered 
to be opened in every city in which there was a mint.* 

It has been positively asserted that about this time 
an organized attempt was made to cripple the system by 
the sudden and unexpected presentation for redemption 
of bank-notes amounting to several millions of livres, and 
that the effects were warded off by a diminution, made by 
the decree of 25th of July, 1719,} reducing the louis d’or 
to 34 livres. To escape loss, the conspirators converted 
their coin, which they had withdrawn, back into notes. 
In the preamble to the decree ordering the diminution, 
reference is made to one ordered May 7, 1719. Forbon- 
nais discredits the alleged reason for the decree of July, 
and is disposed to regard the successive diminutions as a 
portion of the system itself (designed to keep coin in the 
vaults of the bank) rather than a specific attempt to de- 
feat a combination against the system. 


* The grant of the profits of the mint was justly regarded as a valuable 
concession to the company, and at once affected the price of shares. Many 
market quotations are scattered through the pages of the work entitled Mé- 
moires de la Régence, etc., 4 La Haye, 1723 (attributed to the Chevalier de 
Piossens). This work may have furnished Fantin des Odoards some of his 
quotations. The author (t. ii., p. 322) says the decree concerning the mint was 
published July 29, and shares immediately rose to 350. The 3i1st, they ranged 
from 400 to 450. August 1, they were at 450, and the 2d and 3d at 465. Primes 
for October 1 were sold at the same time at the rate of 600 livres. 

The market on the 3d of August declined, but rallied again on the 4th, and 
by the 18th had reached 630. The market, although on the whole buoyant, 
was evidently sensitive; and we have evidence that speculators for a decline 
used methods which many have supposed were of more modern invention. 
Thus, from a pamphlet entitled A Full and Impartial Account of the Company 
of Mississippi, published in London, 1720, we learn (p. 7) that about this time 
shares fell ‘‘ only upon the news of Mr. Law’s being taken with a slight indis- 
position.”’ 

+t Duhautchamp, t. v., p. 219. Any person desirous of following the 
changes of the coin during the years 1719 and 1720 will find them given in a 
table in Levasseur, Appendix H., p. 398. 


t By a decree of council, dated July 8, 1719, we learn that there were 
outstanding at that time a few of the crown notes. I have, in a previous 
note, called attention to the fact that the statement was made in one of the 
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On the 25th of July,* the same day that the diminution 
was ordered, 240,000,000 livres in new notes were issued, 
bringing the total issue of bank-notes up to 400,000,000 
livres. Two days later, a third issue of shares was au- 
thorized.t To the two hundred and fifty thousand shares, 
comprising the original capital and the issue made when 
the Companies of the East Indies and China were ab- 
sorbed, fifty thousand additional shares were now to be 
issued, to pay for the privilege of the coinage. The par 
value of these new shares was, like the others, 500 livres; 
but the subscription price was raised to 1,000 livres, to be 
paid in twenty equal monthly payments, and the sub- 
scriber for a new share was required to own five shares 
of stock of previous issue. It was also announced that 
dividends would be paid upon the stock at the rate of 
twelve per cent. per annum. This announcement has 
provoked much discussion. It has been contended by 
the opponents of Law that a company which had for 
working capital only the 4,000,000 livres from the rentes 
for the year 1717 and the 27,500,000 livres arising from 
the sale of the filles, the payment of the greater part 
of which was still in the future, was in no condition to 
promise dividends, which, when the whole of the stock 
should be paid in full, would amount to 18,000,000 livres 
per annum. The 4,000,000 livres per annum from the 
rentes was a fixed income ; but the estimated profits from 
the tobacco farm, from the coinage, and especially from 
the commercial companies, made up a set of doubtful items, 
which could be marshalled so as to prove either side of the 
case. It is probable, however, that the announcement of 
the twelve per cent. dividend, although made for the pur- 


decrees that none of them had been issued by the Royal Bank. The decree 
of July 8 states that the greater part of the crown notes had already been 
converted into livres tournois. It was therefore ordered that outstanding notes 
of this description should be presented for redemption within three months. 
Duhautchamp, t. v., p. 210. 

* Duhautchamp, t. vi., p. 200, Statement. t Ibid., t. v., p. 222. 
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pose of stimulating trade in shares, was founded upon a 
belief that the promise could be redeemed from the legiti- 
mate profits of the company. Levasseur figures the prob- 
able income of the company at that time at 16,500,000 
livres, putting the commercial profits at 3,500,000 livres; 
but Dutot puts this item in 1720 at 10,000,000 livres, so 
that here we have a difference which shows how Law 
might have justified his faith in twelve per cent. earnings.* 

The successive acquisition of the several monopolies, 
the promise of this dividend at a time when the increas- 
ing abundance of money was steadily depressing interest, 
and the steady and persistent attempts to draw people of 
small means into the vortex of speculation by distributing 
payments over a long period, and by giving certificates for 
partial payments which could be sold in the market, all 
worked in the same direction; and speculation daily in- 
creased. At this time there were two sets of certificates 
afloat, representing rights to acquire shares on which only 
50 livres had been paid; namely, the “filles,” on which 
the ten per cent. premium had been required at the 
time of subscription, and the “ petites filles,” as the last 
issue was called, on which the first payment of five per 
cent. of the subscription price must have been made, in 
order to acquire a title of ownership. Under these cir- 
cumstances, an edict was issued August 12,} in which 
it was ordered that subscriptions should be subdivided 
into as many shares as the bearer should wish. It was 


* Levasseur gives the following estimate (p. 113, note) : — 


i. 2 “6 Cok @ «6 6 « & < 3,000,000 livres, 
CC ea er ae 6,000,000“ 
i. -~ @it os « « 6 + 6 4,000,000 “ 
Puetts Ga commeres, . . .. 2 2 we 3,500,000 “ 


16,500,000 livres. 
Dutot’s estimate of the commercial profits at 10,000,000 livres will be found 
in a discussion of the forty per cent. dividend of the next year. FEconomistes 
Financiers, p. 855. For Daire’s criticism of the careless estimate made by 
Thiers, see Economistes Financiers, p. 435, note. 
t Recueil Général, t. xxi., p. 107, note. 
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further provided that certificates of the new shares should 
be for one share each. Thus, every opportunity was 
offered for people of moderate means to join in the specu- 
lative movement, which, although not yet at its height, 
was sufficiently pronounced to attract public attention. 

It was noticed, during the autumn of 1719, that billets 
@’état and other government notes, which up to that time 
had remained at a heavy discount, began to sympathize in 
the movement of shares, and then suddenly rose to par. 
The cause was disclosed August 27* in a decree, which 
announced that the Company of the Indies had offered to 
increase the annual compensation paid for the General 
Farms by 8,500,000 livres, if the farms should be assigned 
to that company; and that, in consequence of the offer, 
the contract with the company organized by the Paris 
Brothers, although it had five years to run, had been 
arbitrarily set aside in favor of the Company of the 
Indies. The increase of annual compensation was not the 
only nor the most conspicuous benefit to the State which 
this change was to bring about. As a mark of its grati- 
tude to the government, the company offered to lend the 
king 1,200,000,000 ¢ livres at three per cent. per annum, 
to be applied in the redemption of the rentes and other 
charges, and of the billets d'état and other government 
notes. To raise this money, the company was authorized 
to issue either actions rentiéres au porteur f or contracts 


* Duhautchamp, t. v., p. 225. The contracts comprised under the General 
Farms are given in detail by the decree, and include the Domaine d’ Occident, 
of which possession was not to be given until January 1, 1720. But, according 
to Duhautchamp, t. ii., p. 48, the company was put in possession in November. 

t Daire states that the decree of August 27 announced that the company 
offered to loan 1,500,000,000 livres to the king. The company did ultimately 
increase the amount offered to 1,500,000,000 livres, but the announcement of 
the increase of 300,000,000 livres was made in the decree of October 12. In 
this latter decree, it was also promised that no more shares should be issued ; 
and special mention was made that the power to continue the diminutions of 
specie, at such times as should be deemed appropriate, was reserved. 

t Actions simples were those which participated proportionately in the 
profits and losses of the company. Actions rentiéres had a fixed guaranteed 
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for rentes, to be payable by the company at three per 
cent. per annum. In return for this loan, the govern- 
ment was to give the company three per cent. rentes, as 
fast as the money should be paid over. The various 
privileges of the company were extended for a term of 
fifty years. August 31,* a decree was issued specifying 
more particularly the details of the proposed redemp- 
tions, announcing that the government obligations would 
be redeemed in coin or notes, at the option of the bearer, 
and declaring that neither the rentes issued by the gov- 
ernment to the company, the actions rentiéres, nor the 
rentes of the company issued to individuals could be re- 
tired for twenty-five years. Other details connected with 
the adjustment of the rentes on the Hétel de Ville de 
Paris were provided for in a decree of September 5.t 

Thus, by the stroke of a pen, the holders of the greater 
part of the government indebtedness found their invest- 
ments destroyed at a period when the decline in interest 
and the rise in the value of real and personal property 
seemed to cut them off from all avenues for investment 
except those which led up to the system itself. The 
Company of the Indies became practically the sole cred- 
itor of the government. The interest charges on the goy- 
ernment debt were reduced to a uniform rate of three 
per cent., the only exception to which, at that time, was 
the annual charge of 4,000,000 livres, arising from the 
rentes in which the capital of the Company of the West 
had been funded. These rentes the company voluntarily 
offered to exchange for three per cents., and the accept- 
ance of this offer was announced in a decree on the 19th 
of September.t 

The funds under control of the company were all 


income, but did not participate in dividends. Actions intéressées held a middle 

ground. They had a fixed guaranteed income, and also had certain rights to 

participation in dividends. See the Encyclopédie of Diderot and D’Alembert. 
* Duhautchamp, t. v., p. 233. t Ibid., t. v., p. 240. 

t Ibid., t. v., p. 251. 
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devoted to specific purposes except the monthly payments 
arising from the subscriptions to the issue of June, called 
the filles. The amount to be paid in on this account be- 
fore January 1, 1720, the date fixed for the suppression of 
the rentes, was so ridiculously inadequate that it is evident 
the company expected that the rentiers would be com- 
pelled to surrender the government rentes, and accept the 
actions rentiéres and rentes of the company*; but these 
securities do not appear to have figured conspicuously in 
the redemptions. It became necessary, then, to issue more 
shares. Three hundred thousand shares, issued in lots 
of one hundred thousand at a time, were offered to the 
public September 18, September 28, and Octgber 2.+ 
The activity of speculation, stimulated by the needs of 
those whose investments had been disturbed by the re- 
demption of these rentes, enabled Law to place the sub- 
scription price of these shares at 5,000 livres a share. 
The new shares Were to be paid for in ten monthly 
payments of 500 livres each, and from this fact were at ° 
once called by the speculators the cing-cents. On the 
12th of October,¢ the company increased its loan to the 
government to 1,500,000,000 livres, an amount which was 
nominally furnished by the new subscriptions. The sub- 
scribed capital now amounted to six hundred thousand 
shares, and it was promised that no more shares should 
be issued. The subscriptions for the first lot were made 
payable in bank-notes or coin; but this was modified Sep- 


* Law, in his ‘‘ Reply to Two Letters,”’ wrote as follows: ‘‘ With regard to 
the rentiers, who alone are at present afraid of the system, the company’s 
design was not to ruin them, but rather to enrich them. Its intention was that 
those who were reimbursed should purchase the shares which were offered on 
the market for less than their value,” etc. Economistes Financiers, p. 623. 

+t Duhautchamp, t. v., pp. 249, 257, 258. t Ibid., t. v., p. 264. 

§ Levasseur, pp. 127, 128, gives the details of the amounts of the rentes and 
debts, which make up the sum of 1,500,000,000 livres. Dutot says the company 
loaned his Majesty 1,600,000,000 livres. The 100,000,000 necessary for the con- 
version of the company’s four per cent. rentes were not included in the 1,500,- 
000,000 estimate. 
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tember 26* by a decree which required future payments 
to be made in billets d’état and other State notes and in 
orders on the treasurer of the company. This was osten- 
sibly done to favor those whose rentes and notes had been 
ordered to be redeemed. The three hundred thousand 
shares were ordered to be issued in certificates for one 
share each. 

The company, which two years before found it difficult 
to float 100,000,000 livres of capital in billets d'état at 
thirty, was now besieged with applicants when it offered 
for subscription shares representing 1,500,000,000 livres. 
But even now, when the doors of the Hétel de Nevers were 
thronged with crowds, and porters could earn fortunes by 
aiding people to secure their redemptions and subscrip- 
tions, Law neglected no opportunity to convince the pub- 
lic of his hold upon the favor of the regent. On the 12th 
of October, a decree was issued announcing the suppres- 
sion of the offices of the Receivers-General and the subro- 
gation of the Company of the Indies in their rights. 

Payments were now constantly maturing on the filles, 
the petites-filles, and the cing-cents. The latter were by 
far the more exacting, and even the second payment bade 
fair to tax beyond their capacity those who were operat- 
ing on margins for a rise. It was therefore decreed on 
the 20th of October f that the nine payments which re- 
mained to be made on the stock of this subscription could 


* Duhautchamp, t. v., p. 255. 

t Doubts have been expressed as to whether the order requiring payments 
to be made in billets d’état, etc., was carried out. Duhautchamp says that the 
effect of the decree requiring the use of treasury orders, etc., for payments 
caused securities of this description to rise ten per cent. Forbonnais says that 
on the 25th of September the company agreed to receive bank-notes, with ten 
per cent. extra. From this, it would seem as if the order to which Forbonnais 
alludes, although nominally dated September 25, must really have been issued 
to modify the results of the decree of the 26th. The statement as to the use of 
billets d’ état, etc., in payment of subscriptions, is repeated in the decree ad- 
mitting pensions to the same privilege, issued October 21. Duhautchamp, 
t. v., p. 271. 

t Duhautchamp, t. v., p. 268. 
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be made three at a time,—in December, 1719, March, 
1720, and June, 1720.* 

During the time that the cing-cents were being launched 
upon the market, the eagerness of the public to obtain 
them was so great that the street on which the offices of 
the company were situated was thronged with carriages 
and crowded with people. 500 livres in billets d'état 
would secure a certificate of one payment on a new share, 
with all its chances of rise, the market price of full paid 
shares being 8,000. The old shares were, as a conse- 
quence, freely offered for sale for purposes of conver- 
sion; and in the early part of October, at a time when 
new shares were daily rising in value, old shares fell from 
8,000 to 4,000 livres. Forbonnais regards this decline as 


*In this connection, a glance at the situation may be interesting. The 
several issues of stock were upon the following terms : — 











Capital in 
9. | tion per | Terms of Payment. ‘ 
\Shares. | Share in Livres. 

| | Livres. 


Date of Issue. 








500 Billets d’état @ 30. | 100,000,000 


Ont StocKe— } arares, | 200,000 | 
; | Premium at sub- 
550 scription. Capi- 27,500,000 


Second Issue,— 
7 | Filles, 50,000 tal in 20 monthly 


June, 1719, 
‘ ; | instalments. 
1,000 | Payable 5% a mo. 50,000,000 


Third Tavis } Petites-filles, | 50,000 
| 


July, 1719, 





Oct. 4, 1719, Unauthorized, | 24, 





—- Issue,— | 
5 9. 
Sent. Ay i Cing-cents, | 300,000 | 5,000 | Payable 10% a mo. |1,500,000,000 
Oct. 2, 1719, | cel 
| 600, | 1,677,500,000 





Amount which the company had received up to the middle of October, 
1719, assuming all dues for subscriptions to have been paid : — 


Livres. 
Original stock Sovemes in rentes), . . « « 100,000,000 
Filles (5 monthly instalments and premium), + . »  _8,750,000 
Petites-filles (4 monthly instalments), . . - « «+ 10,000,000 
Cinqg-cents (1 monthly instalment), ... . . . . 150,000,000 
268,750,000 


The student of this subject may perhaps prefer to consult a similar table, 
prepared by Dutot, which differs somewhat in results (see Daire, p. 912). 
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inexplicable, and Levasseur calls it a strange intoxication 
which drew a distinction between shares of the same kind 
in the same company. It is easy, however, to understand, 
inasmuch as all dealings in shares were speculative, that 
those who believed that shares would continue their magic 
progress upward would prefer the chances for gain on six- 
teen cing-cents rather than on one mére. 

Law, in his several memorials and letters, had repeat- 
edly pointed out that the progress of the State was 
seriously hindered by the system of taxation. In the 
plenitude of his power, he inaugurated several reforms, 
which added to the popularity of the company. Various 
important internal improvements were also begun in dif- 
ferent parts of the kingdom.* 

On the 24th of October, values had risen so that more 
notes were needed. One hundred and twenty million 
had been issued September 12. One hundred and twenty 
million were furnished now. On the 26th, a decree was 
issued, ordering a guard of archers to be stationed in the 
Rue Quincampoix, to protect dealers from thieves and 
vagabonds, and to preserve order in the crowd. The at- 
tention of all Europe was concentrated upon this narrow 
street, the dwellings in which, from basement to attic, 
were converted into offices. Provincials and foreigners 
hurried forward to join in the excitement at the capital, 
to reach which by the ordinary means of communication 


*August 31, coincident with the redemption of the rentes, a number of 
offices connected with their management were abolished. September 19, the 
impest on oil, tallow, and cards was suppressed. October 12, the Receivers- 
G l were supp d. October 28, the duties on grain and vegetables be- 
tween the provinces was abolished. In November, the company offered to 
develop the fisheries, without seeking for a monopoly. The tobacco taxes 
were concentrated in a single duty. The vexatious duties of the city of Paris 
were in part remitted, and the rest were concentrated into one entry duty. 
Duhautchamp, t. v., p. 251; Recueil d’ Arrests, ete., pp. 249, 252. For the list 
of public works undertaken, and for a graphic description of the revival of 
trade, the growth of manufactures, and the prosperity of the laboring class, 
see Levasseur, pp. 181, 182. 
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arrangements had to be made weeks in advance.* “In 
this general fermentation,” says Forbonnais, “prices rose 
to eighteen or twenty thousand livres.” The same market 
quotation is given by Duhautchamp, an eye-witness of the 
scenes which he describes. These figures cannot be ac- 
cepted as representing any regular market. Melon,t who 
was Law’s secretary, quotes shares at 9,000 at the end of 
1719. Dutot, who was one of the cashiers of the Com- 
pany of the Indies, says that in the month of November, 
1719, people were surprised to see shares rise to 10,000 
livres, notwithstanding the fact that in a single week the 
company put them on the market to the amount of thirty 
millions, in order to break the price. Law himself, in 
April, gave 10,000 livres as about the highest point they 
reached. The causes of this prodigious increase in price 
Dutot attributes to the union of the several privileges and 
monopolies in the company, to the lack of other channels 
for the investment of the funds arising from the redemp-, 
tion of the rentes, and, finally, to the fact that the bank 
loaned, on margins, 2,500 livres a share, at two per cent. 
interest. According to Forbonnais, Law’s efforts were 
then put forth to prevent too rapid a fall of shares. He 
was able to sustain the price for a fortnight, but the only 
result was to aid those who were selling out their shares 
in order to realize. 

During the month of December, several decrees were 
issued for the purpose of checking the disposition to 
realize in coin, and to show the continued favor with 
which the system was regarded by the Court.¢ Decem- 


*** At the end of 1719, the number of provincials and foreigners who had 
come to Paris, either from curiosity or in order to speculate, was estimated at 
500,000.” Law: Son Syst?me et son Epoque, par P. A. Cochut, Paris, 1853, 
p. 81. 

+ Essai Politique sur le Commerce, par Jean-Frangois Melon. Reprinted in 
Daire’s Economistes Financiers. 

t December 1, it was decreed that creditors could demand payment of 
debts due them in bank-notes, and all tenders of payment not made in notes 
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ber 9,* the monopoly of refining and separating the pre- 
cious metals was granted to the company. December 21,+ 
bank-notes were fixed at five per cent. above current silver 
coin, at which rate the bank would exchange notes for 
silver. Silver could be used thereafter only in payments 
under 10 livres, and gold in payments under 800 livres. 
All foreign letters of exchange were ordered to be paid 
in notes. Even up to the time that this decree was issued, 
the impossibility of carrying on the enormous speculative 
business of the Rue Quincampoix in coin had kept notes 
at a premium of eight to ten per cent. ‘The disposition to 
realize was, however, so strong that the purpose of this 
decree is evident. Law foresaw that, unless he could 
prevent the circulation of coin, it would all be quietly 
remitted across the border. A further issue of notes to 
the amount of 360,000,000 livres, perhaps intended to be 
the last, was made on the 29th of December,t bringing 
the total up to that date to the sum of 1,000,000,000 
livres.§ 

were declared null. Duhautchamp, t. v., p. 277. No more conversions of 
gold and silver into notes were to be made in Paris; but, to favor the move 
ment of notes in the Provinces, this clause applied to Paris alone. Duhaut- 
champ, t. v., p. 277. A new coinage was also ordered. Forbonnais says it did 
not take place, but the public belief that the company would receive the 


benefit of it helped sustain shares. The fears of a general diminution caused 
by a decree, December 10, ordering a diminution for pieces of 20 sous, operated 


in the same way. Duhautchamp, t. ii., p. 156; Forbonnais, t. ii., p. 605. 
Duhautchamp adds that four decrees, confiscating old gold and silver coin 


found in the houses of individuals, also helped shares. 


* Duhautchamp, t. v., p. 285. 














April. . 
April 22, 
June 10, 

July 25,. . . 
September 12, 
October 24, . 
December 29, 


February 11, : 


t Ibid., t. v., p. 290. t Ibid., t. vi., p. 200. 
§ The following list shows the actual issues of notes in 1719: 
Livres. 
January 5, 18,000,000 


20,000,000 
21,000,000 
51,000,000 
60,000,000 
240,000,000 
120,000,000 
120,000,000 
360,000,000 


1,000,000,000 








—— 
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December 80, 1719, a general assembly of the company 
fixed the dividends for 1720, in anticipation, at forty per 
cent. on six hundred thousand shares of the par value of 
500 livres each. Shares had declined somewhat at this 
time; but, if we accept 10,000 livres as the market price, 
the dividend was at the rate of two per cent., or at the 
rate of four per cent. on the subscription price of the 
cing-cents.* The estimates of the company’s income show 
that a forty per cent. dividend could not have been paid 
on this capital from current earnings. It is true that, 
when the dividend was declared, only a small portion of 
the capital stock was fully paid. On the other hand, 
however, the company would not be entitled to credit in 
the estimate of earnings for all the receipts from the 
various grants until payment should be made for them. 
Even if the dividend had been legitimate, the outlook for 
the holder of rentes who had not secured an original sub- 
scription was not encouraging. An investment of 10,000 
livres in rentes had secured him an annuity of 400 livres. 
The 10,000 livres now forced upon him would buy one 
share in the company, the income from which for 1720 
was promised at 200 livres. 

At a time when it took as many days to reach Paris 
from different points in the kingdom as it now takes 
hours, and at a period when public conveyances destined 
thither were engaged for weeks in advance, it was mani- 
festly impossible that the rentiers should have effected 
their conversions within the period which had been al- 
lowed. Moreover, most rentiers had been cut off from 
whatever advantage was to be had from an original sub- 
scription by the system of favoritism which prevailed.t 

* Dutot, in his estimates, includes twenty-four thousand additional shares, 
which had been issued on the 4th of October, but concerning which no announce- 
ment had been made to the public. 

t The power which Law possessed to aid speculators made him the most 


conspicuous person in the kingdom. “I saw him,’ says Voltaire, ‘‘ arrive 
in the Palais Royal, followed by dukes and peers, marshals of France and 
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We have seen what the result was of purchasing shares at 
market prices. It is not surprising, then, to learn that, 
notwithstanding decrees had been issued August 31,* 
October 26, and November 9, 1719, ordering the sup- 
pression of the rentes and calling upon owners of them 
to receive the redemption money, many rentiers still 
hesitated to accept the reimbursement. Among the 
first acts of Law, when he became Controller-General of 
France, in January, 1720, were several decrees on this 
subject, issued on the 10th, 12th,f and 18th of January, 
and on the 6th of February. The ultimatum offered 
in the last was the arbitrary conversion into a two per 
cent. rente, if the redemption was not accepted by 
July 1. 

The decree of the 10th of January || is especially worthy 
of notice, as it apparently betrays the same desire to 
foster speculation which is noticeable throughout the 
decrees of this period; while, according to Law, its pur- 
pose was directly the reverse. The reluctant rentiers 
were practically the only class of men of means who 
had not been tempted into the market. The attempt to 


bishops.”” Précis du Siécle de Louis XV. ‘* Law, besieged in his house by 
suppliants, saw them force his gate, enter from his garden, fall into his study 
through the chimney.” Mémoires Complets et Authentiques du Duc de Saint- 
Simon, Paris, 1829, t. xvii., p. 355. 

Clement quotes from a letter from the Princess Palatine, mother of the 
regent: ‘* ‘ Law,’ says she, ‘is followed to the point that he has no rest night 
or day. The duchess kissed his hand before everybody.’”’ Portraits Histor- 
iques, par Pierre Clement, p. 260. ‘* Towards the close there was no getting 
speech with him without money. The Swiss must be fee’d at his gate, the 
lackey for admittance into his ante-chamber, and the valets de chambre for 
the privilege of access to his presence chamber or closet.’’ Memoirs of Charles 
Lewis, Baron de Polinitz, London, 1739, vol. ii., p. 244. 

* Duhautchamp, t. v., p. 233. 

t The decrees of October 26 and November 9 are both alluded to in the 
decree of February 6, inthe preamble. Duhautchamp, t. vi., p. 15. 

t Duhautchamp, t. vi., p. 3. 

§ Decree of February 6. Duhautchamp, t. vi., p. 15. That of January 18 
is alluded to in the preamble. 
|| Levasseur, p. 195. 
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force the conversion of their rentes into actions rentiéres 
or actions intéressées * had failed. By this decree, shares 
were offered at 11,000 livres, 1,000 livres cash and 10,000 
in six months’ time. As an investment, there was evi- 
dently no special inducement for the rentier to sub- 
scribe for these primes, which were known in the market 
afterwards as the anciennes primes.t They would net 
him less than two per cent.; but, with his 11,000 livres, 
there was an opportunity afforded to secure eleven primes 
instead of one share, and thus to join the mob of specu- 
lators. Duhautchamp alludes to this decree without giv- 
ing the date, and places it in chronological sequence, as if 
it had been issued in February. He supposes the motive 
for it to be an intention to stimulate speculation, and says 
it failed because the ground had already been covered by 
dealers:in contracts of the same character. It was in 
consequence of this failure, he says, that February 11 ¢ 
a decree was issued which thereafter forbade individuals 
to deal in contracts for future delivery, and reserved this 
privilege exclusively to the company. Dealers evading 
this decree by antedating their contracts, this was for- 
bidden by decree of February 20;§ but even then, ac- 
cording to Forbonnais, the forbidden trade was continued 
by parole contracts.|| 


* Having a guaranteed income and also participating in the general profits. 


t According to Duhautchamp, this issue was known in the market under 
the name of Polices de la Compagnie des Indes, t. iii., p. 43. 

t Duhautchamp, t. vi., p. 21. § Ibid., t. vi., p. 30. 

|| The rise of the system, the sudden increase of the circulating medium, 
and the rapidity with which property changed hands during this period 
brought in their train prodigal expenditure and extravagant display. The 
speculators came to be known as Mississippians ; and their language in their 
dealings, concerning méres and filles, polices and primes, cing-cents and petites- 
Jilles, intelligible only to those familiar with the market, was called the lan- 
guage of the Mississippians. Paris was flooded with pamphlets and pasquin- 
ades, with sonnets, satires, and cartoons. The titles of many pamphlets in 
English, Dutch, and French will be found in Mr. Winsor’s editorial note to 
chap. i., vol. vi., Narrative and Critical History of America. Professor Dunbar 
has given me the following titles, procured at the British Museum: Mr. 
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I have said that the apparent purpose of this decree was 
to foster speculation ; and, when this apparent purpose is 
corroborated by the opinion of one who was on the spot, 
it seems almost conclusive. Yet, if we accept Law’s state- 
ment, this conclusion would not be just. He asserted 
positively that he offered these primes with a view of 
checking the rise of the stock. “I did what I could to 
hinder people from buying futures, in the hope that shares 
would rise. I even told them that I would check the rise 
at 9,000 livres; and, to convince them, I proposed to the 
company to receive 1,000 livres in primes, and to enter 
into an undertaking to deliver shares at 10,000 livres.” 
So many presented themselves, he adds, that the clerks 
could not write the certificates. “We were obliged to 
have them printed. They brought 300,000,000 livres to 
the treasury.” 

The position of affairs which confronted Law at this 
time was not encouraging. The high prices of shares 
towards the end of 1719 had started people in the process 
of realizing. He apparently made up his mind that, if the 
public would not sustain the system through the market, 
he would try to maintain it by force. There had been, 
during the latter part of 1719, several confiscations of 
old coin which had been withheld when a recoinage was 
ordered.* A decree of the 20th of January, 1720,+ 
authorized the search of all houses, even those of secular 
and regular religious communities for coin which might 
have been concealed there. In addition to such forcible 


Law’s Character Vindicated, by William Friendly (pseudonym). Le Secret du 
Systéme de M. Law dévoilé; en Deux Lettres écrites par un Due et Pair de 
France & un Milord Anglais, La Haie, 1721. This pamphlet is quoted by 
Dutot. A Letter to Mr. Law upon his Arrival in Great Britain (in defence of 
his projects in France), 2d ed., London, 1721. The Memoir of the Great Mr. 
Law, by —— Gray, a Scots Gentleman. 

*See a decree ordering the confiscation of gold and silver coin, seized 
while in possession of one Boucher, a laborer living in the village of Lumigny. 
Recueil d’ Arrests, p. 238. See also Duhautchamp, t. ii., p. 157. 


t Recueil Général des Anciennes Lois, t. xxi., No. 189, p. 175. 
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measures as these, it was determined to extend arbitrarily 
the circulation of the bank-notes. In several of the pre- 
vious decrees on this subject, clauses had been introduced 
to limit their application to cities in which the bank had 
offices. Throughout the provinces there were places 
where the people were reluctant to accept the bank-notes. 
On the 28th of January, it was decreed that bank-notes 
should have currency throughout the kingdom.* Levas- 
seur’s table shows that there had been diminutions of the 
coin in July, September, and December, 1719, another 
January 1, 1720, and an augmentation January 22.+ 
By the decree of January 28,f another diminution was 
ordered, and the removal during February of coin and 
bullion from cities in which there was a mint was for- 
bidden.§ The company was authorized to make domi- 
ciliary. visits in all houses and palaces of individuals or 
communities, and any specie seized therein was to be con 
fiscated for the benefit of the informer. 

This decree appears to have been rigidly enforced, antl 
to have caused for a time a deplorable condition of affairs. || 
Those who had coin in their possession lived in constant 
fear; and abominable instances of treachery constantly 
came to light, which showed that neither ties of friend- 
ship nor of affection could be relied upon for protection 
against the terrible temptation. On the 4th of Febru- 
ary,** the wearing of diamonds, pearls, or precious stones 
was, after the first of March next, forbidden, under pen- 


* Duhautchamp, t. vi., p. 7, No. 55, § 3. 

t Levasseur, p. 398. The details of these decrees are also given by Levas- 
seur, p. 204, 

t Duhautchamp, t. vi., p. 4. § Ibid., t. vi., p. 6, No. 55, § 3. 

|| ‘* They excited, encouraged, paid informers. Valets betrayed their 
masters, Citizen spied upon citizen. This made my Lord Stair say that there 
could be no doubt of Law’s Catholicity, since he established the Inquisition, 
after having already proved transubstantiation by changing paper to money.” 
Mémoires Secrets sur les Régnes de Louis XIV. et de Louis XV., par Duclos 
(Petitot and Monmerqnué’s collection), t. lxxvi., p. 408. 


** Duhautchamp, t. vi., p. 11. 
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alty of confiscation and 10,000 livres fine.* On the 
18th, goldsmiths were forbidden to manufacture or offer 
for sale vessels of gold or silver, except a few articles, the 
weight of which was specified. On the 19th,t a decree 
was issued prohibiting any person, and even any ecclesi- 
astical community, from keeping more than five hundred 
livres in coin, and forbidding all persons or communities 
except goldsmiths and jewellers to have in their posses- 
sion any articles of gold or silver, seizures and confisca- 
tions being for the benefit of the informer. All payments 
of 100 livres and upward were to be made in bank-notes. 
January 29,$ a decree appeared offering inducements 
which amounted to a reduction of twenty-five per cent. 
for the payment of taxes in bank-notes. February 6, 
the bank was authorized, under the nominal pretence of 
supplying the place of indorsed notes, to issue notes to 
the amount of 200,000,000 livres. February 9,** all legal 
proceedings which had arisen or which might arise con- 
cerning bank-notes were ordered to be brought before the 
council. February 11,¢+ the decree was issued which for- 
bade transactions in “futures” between individuals, and 
reserved to the company the exclusive right to sell them. 
February 19,f¢ all creditors of the State were ordered to 
be immediately paid. 

On the 28d of February,§§ the Royal Bank, with all its 
privileges, was absorbed by the company, and its circula- 





*“*Every day, we saw new decrees come out, which contradicted each 
other. The possession of precious stones was forbidden; and Law, being at 
council, stated in a loud voice that in less than three months he would by 
this prohibition make more than 60,000,000 enter the kingdom.”’ Mémoires du 
Maréchal de Villars (Petitot et Monmerqué), t. bxx., p. 45. 

t Duhautchamp, t. vi., p. 23. 

t Recueil Général des Anciennes Lois, ete., Decree of Council, February 19, 
t. xxi., p. 108, note. Decree of February 27, in full, to same effect, Duhaut- 
champ, t. vi., p. 44. See also Recueil Général, t. xxi., p. 177. 

§ Duhautchamp, t. vi., p. 9. || Ibid., t. vi., p. 13. 

** Thid., t. vi., p. 18. tt Ibid., t. vi., p. 21. 
tt Idid., t. vi., p. 28. §§ Ibid., t. vi., p. 31. 
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tion was guaranteed by the king. Law was not prepared 
to say that he would issue no more notes. The number 
which had already been issued had taxed the energies of 
the printers and the clerks. To relieve the former, en- 
graved notes had been abandoned, and the ordinary press 
had been substituted. To relieve the latter, the number 
of clerks authorized to sign had been from time to time 
increased, indistinct signatures had been especially author- 
ized, and ten-livre notes had been put forth in such quan- 
tities that it had become necessary to issue them without 
signature. These proceedings had created distrust. To 
produce an appearance of conservatism, and at the same 
time reserve the power to issue notes,—a power which, 
according to Savari,* it had been distinctly promised in the 
decree of December 29, 1719, should not be exercised 
again,—it was provided that no more notes should be 
issued, except by virtue of decrees of the council on re- 
quest of the company, made at a general assembly of the 
shareholders. ° 

So far as the acquiescence of the government in the 
proposals of Law were concerned, the system had 
reached a development which must have been far beyond 
even the dreams of its author. His company now had 
charge of the Royal Bank, with all its privileges. The 
royal funds were in its custody; it was the collector of 
all the taxes; and, with scarce an exception, it controlled 
all the commercial monopolies of France. Law himself 
was at the head of the finances of the kingdom. Even 
before the organization of the General Bank, he had an- 
nounced that, “if all the French and foreign traders 
should distrust his project, it would not prevent him from 
succeeding.” But he had now thrown theories to the 
winds, and had committed a series of violent acts, some 
of which he had specifically denounced in his memorials 
as impracticable and harmful. “I will compel confi- 


* Encyclopédie Méthodique, t. lvi., ‘‘ Commerce,” i., ‘‘ Banque,” p. 197. 














442 QUARTERLY JOURNAL OF ECONOMICS 





dence,” he had asserted. And now, at a time when he 
could command it least, confidence was what he needed 
most; for to the grant of the Royal Bank was attached 
a condition which he could not fulfil without the aid of 
the public. As a consideration for the transfer, the com- 
pany was to take the royal shares in the Company of the 
Indies, amounting to one hundred thousand, and to pay 
for the same 900,000,000 livres, 300,000,000 in 1720 and 
600,000,000 in ten years thereafter, at the rate of 5,000,- 
000 a month. To produce this sum, actions rentiéres, at 
the rate of two per cent., were authorized to be issued, 
to the extent of 500,000,000 of capital. The bank was 
at the time loaning money on shares at two per cent. If, 
under these circumstances, Law could not force his three 
per cent. shares on the unfortunates whose rentes had 
been redeemed, how could he expect to float a two per 
cent. stock ? 

Among the conditions which the directors of the com- 
pany themselves suggested at the time of the transfer of 
the bank was one to the effect that the offices at the bank 
for the purchase and sale of shares should be closed. In 
the face of this, according to Piganiol de la Force,* the 
company offered for sale on the last day of February 
rights for shares for 5,000 livres cash and 5,000 more in 
the course of the year. 

The juncture of the bank with the company produced 
a slight upward movement of shares, which was soon 
checked by the persistent efforts of the realizers, who 
were anxious to convert their shares into any form of 
property, even at the high prices which prevailed. On 
the 27th,t a decree was issued which stated that there 
had been coined 1,200,000,000 of money (the rate at 


* Introduction & la Description de la France, par M. Piganiol de la Force, 
troisiéme édition, Paris, 1752, t. ii., p. 264. 
+ Levasseur, 213. These were known as the nouvelles primes. 
t Duhautchamp, t. vi., p. 44. 
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that time being 60 livres to the marc), but that many 
people who had made fortunes kept the coin locked up. 
It was therefore ordered that no person or community 
should keep over 500 livres in specie. The possession of 
gold or silver bullion was forbidden; and the payment of 
sums of 100 livres and upwards, otherwise than in bank- 
notes, was prohibited. The issues of notes up to this time 
amounted to exactly 1,200,000,000 livres. The coinci- 
dence of the amounts of coin and notes was probably not 
mere chance.* 

March 5 appeared a decree the alleged object of which 
was to bring all subscriptions, contracts for futures, and 
shares into one uniform style, and also to augment the 
coin.t It was ordered that all loans of the bank should 
be called in at maturity. This order was peremptory, 
and the inference is unavoidable that the bank had no 
other business than loans on margins. 450,000,000 livres 
is the amount given by both Melon and Dutot as having 
been loaned on shares, 2,500 livres on each share at two pers 
cent. interest. Of this amount, Dutot says there was then 
outstanding 174,000,000 livres. An office was established 
for the interchange of shares and bank-notes at a fixed 
price of 9,000 livres a share. Four payments had been 
made on the cing-cents of 500 livres each, making 2,000 
livres on each share. 3,000 livres remained to be paid. 
The rise in the market price of the stock belonged to the 
subscribers, so that 2,000 livres paid in represented with 
the profit 6,000 livres. On that basis, partial payments 


*‘*Tn a State,”’ said Law, ‘‘ where the people are not accustomed to credit 
[as was the case in France at the epoch of the system], we should at first be 
content to double the amount of the circulating medium by adding to the 
specie an equal value in notes.”’ Cours d’ Economie Politique, par Henri 
Storch, St. Pétersbourg, 1815, t. vi., note 16, p. 147. 

Steuart calls attention to the singular fact that the French financiers, in 
their speculations as to the relations of the notes to coin, based all their 
arguments upon the coin supposed to be in the kingdom, without reference to 
the question whether it was in possession of the bank or not. 


t Duhautchamp, t. vi., p. 49. 
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were to be received ; and prices were also adjusted for the 
issues of January 10 and February 29, called the old and 
the new primes, and holders of subscriptions and con- 
tracts were to convert them into shares on the basis of 
9,000 livres a share. 

I have elsewhere called attention to the fact that the 
shares were spoken of as payable to bearer. So long as 
the price of shares was regulated by the market, the form 
in which they were drawn up was not material. Their 
influence was no more and no less than that of any stock. 
With a fixed price attached to them, they became at once 
a part of the circulating medium, if not of the kingdom, 
at least of Paris. They were not receivable in payment 
of taxes, they were not made a legal tender, but they 
were convertible at will at a fixed price into bank-notes 
which fulfilled those purposes. Dutot calls attention to 
that phase of this decree. He says they — the shares — 
“became proper to fulfil the uses of money.” In another 
place, he says, “ These notes” (billets) “had the prop- 
erty of money. They had all its functions: their value 
was fixed, but difficult to sustain.” * Together, the bank- 
notes and shares made about 5,000,000,000 livres of paper 
money, and shares convertible at a fixed price,f in circula- 


*See on this point Annales Politiques de feu Monsieur Charles-Irénée 
Castel, Abbé de Saint-Pierre, Londres, 1758, Seconde Partie, p. 211. 
t Dutot, Economistes F inanciers, p. 844, says : — 


Livres. 
There were at the end of February, 1720, at average market rates, 
shares in circulation to the value of . . + 4,891,560,000 
The notes actually in circulation at the same time he estimates at’ . 1,089,872,490 
5,981,432,490 
He i (ibid., p. 846) the amount hererarees due on these 
shares a ‘ 1,004,500,000 
This would Sin in circulation ia. 2 eee wes 6 oe 6 SS See 
A rough estimate can be made, as follows : — 
Total number of shares, . seen «e «¢ 
In the possession of the bank, | + 6 « © + + 100,000 
In circulation, . . . + + « « « « «+ 524,000 at 9,000 livres 4,716,000,000 
,. « « & & <6 os « 6 6 * 1,200,000,000 
5,916,000,000 
Deducting amount due on shares, . . . . . 1,004,500,000 
4,911,500,000 


Levasseur, in a note (p. 214), says that Dutot includes, in his estimate of the 
amount unpaid on the shares, 100,000 shares, which the company was about 
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tion at the date of this decree,—an amount to be shortly 
increased by nearly 1,500,000,000 livres issued by the 
bank. As for specie, the coin was augmented by one- 
third, and the 1,200,000,000 livres of specie became nom- 
inally 1,600,000,000. Steuart says that what there was 
in the bank passed away in less than a week. 

The decree of the 5th of March has been the subject 
of interpretations differing widely according to the preju- 
dices of writers. According to Daire, it was the key- 
stone of the system, and fully realized Law’s economic 
thought. It transformed the bank into a reservoir of the 
circulating medium, which the paper of the Company of 
the Indies would keep at any height, since it served both 
as feeder and outlet. Should money become too abun- 
dant, it would find its way to the bank for conversion into 
shares. Should the reverse be the case, shares would be 
converted into notes. Dutot says the decree was a mortal 
blow to the system. Law was confronted with the neces- 
sity of sustaining either notes or shares, but was unable 
to protect both. Shares at that time represented more 
than fourfold the value of the notes, and he chose the 
shares. In taking this step, Dutot thinks a mistake was 
made. Law was responsible for the notes; but Dutot 
does not think him responsible for the speculation, in- 
timates that the regent must be held responsible for the 
decree, and says that it was counselled by enemies of the 
system. Forbonnais says the decree absolutely decided 
the fall of the system. He thinks the purpose was to sus- 
tain the promised dividend by absorbing into the treasury 
shares on which the dividend would then not have to 
be paid, and that Law was attached to the principle of 


to purchase, on which, he says, there were due 300,000,000 livres. This must 
refer to the shares held by the Royal Bank, purchased at the time of the 
consolidation. As these were original shares in the Company of the West, 
they must have been fully paid, and were therefore properly omitted by 
Dutot. Levasseur’s purpose in collating these figures was different from 
mine; but, if his criticism were just, it would add 300,000,000 livres to the 
values in circulation. 
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the multiplication of wealth, and believed that the shares 
would assume the property of money in circulation. 
Louis Blanc denounces the decree as a crime, which has 
unjustly been imputed to Law, and believes it was issued 
in the interest of the Court. The decree announcing that 
no more shares would be bought and sold saved the sys- 
tem by ruining several great lords. The decree of March 
5 saved several great lords by ruining the system. 

In February, Law had published in the Mercury a 
letter nominally in reply to one from a rentier, who 
complained of the forced redemptions. According to 
Duhautchamp, this letter produced a decided effect. It 
reconciled many discontented rentiers, and induced them 
to receive their redemptions. In March, Law again ap- 
pealed to the people in the same way.* This time, his 
letter was a call upon the public to sustain the system, 
and contained a justification of the violence which had 
recently marked his course. Coin, he said, ought not to 
be locked up in private vaults. It ought all to be brought 
to the royal treasury,—not by way of a loan, for the 
interest would then be a charge on the king; not by way 
of taxes, for it is to the king’s advantage to remove 
them; but simply on deposit, only to be removed as 
needed. If objection were made to this that the king 
would seize it, was it not safer in this form, which gave 
the king a credit that increased the deposits tenfold, 
than if the government were sustained on the old princi- 
ple of forced loans and arbitrary taxes? The fury of the 
realizers came from the extraordinary rise of the shares. 
It was not appreciated by them that the shares did not 
represent current coin, but mere capital. True, the 
shares surpassed in value all the gold and silver that 
would ever be in the kingdom. So the houses in Paris 
represented more than all the coin in the kingdom. So 
the lands in France represented more gold than was shut 


* February letter, Daire, p. 608. March letter, Daire, p. 610. 























AN HISTORICAL STUDY OF LAW’S SYSTEM 447 
up in the mines of Peru. Was their value chimerical for 
that reason? Some regarded the decrees about silver as 
a sort of violence, and said the credit furnished by the 
king was a forced credit. Such persons overlooked the 
fact that this was one of the conditions of a new establish- 
ment, which would ultimately conquer the confidence due 
to it from the nature of its principles. The system was 
supposed to have cause for fear from despotic power, 
but despotic power would support it. Disquiet and agi- 
tation were what it had to fear. The public was the 
arbiter of its future, and the public held it back. The 
laws complained of were necessary to save men from 
themselves. 

This letter was not received with favor. Men cried 
out against its author, whom they called a disturber of 
the public peace. “The first day after the issue of the 
decree,” says Melon, alluding evidently to the decree of 
March 5, “there were more sales than purchasers. The 
following days were very different. The bank was un- 
able to respond to the sellers. The bank-notes could not 
be exhausted, because they could be furnished in propor- 
tion to the demand; but, notwithstanding the decrees 
against keeping silver, the silver was soon exhausted.” 
From this, it is plain that by this decree Law furnished 
weapons to his enemies. On the 11th of March,* a decree 
was issued, the alleged purpose of which was “to procure 
from subjects a diminution of the price of goods, to 
sustain public credit, to facilitate circulation, to increase 
commerce, and to favor manufactures.” This was to be 
accomplished by successive diminutions of the silver coin 
extending through the year. Only sixths and twelfths 
of crowns and silver livres were henceforth to circulate ; 
gold was demonetized ; and from the 1st of May it was 
forbidden to any person to have in possession gold coin 
of any sort, or any gold bullion, under penalty of confis- 


* Duhautchamp, t. vi., p. 55. 
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cation. The possession of silver coin or bullion, except 
the small coin, was also forbidden after January, 1721. 
French writers note the remarkable fact that by this de- 
cree a new coinage of silver louis, which had been ordered 
to be issued in the beginning of March, to circulate for 
three livres each, was subjected to these future diminu- 
tions even before the coins themselves were issued. The 
satirists, who were now hurling their shafts of wit at the 
tottering system, and who ridiculed each step that was 
taken in caustic couplets and stinging epigrams, at once 
christened these coins the “still-borns.” The fears of de- 
nunciations and of impending diminutions in silver pro- 
duced some result. Between the 7th and 30th of March, 
44,696,190 livres in coin were drawn into the bank. This 
was but a small percentage of the total coin which should 
then have been in circulation, but it was wrung by fear 
from the hands of a people who were anxious to retain it. 

The purchase of shares by the company, as provided 
for in the decree of March 5, involved the use of a large 
amount of notes. To furnish it, the following issues were 
made by the bank: March 26, 300,000,000 livres; April 
5, 396,000,000 livres; April 19, 438,000,000 livres.* This 
made a total issue of 2,384,000,000 livres; but on the 1st 
of May a further issue of 362,400,000 brought the total 
amount up to 2,696,400,000 livres, as given in the final 
statement of the bank.t 

While these events were occurring, a few decrees of 


* See statement in Duhautchamp, t. vi., p. 200. In the decree authorizing 
the last issue (see ibid., p. 73), it was stated that the amount, added to 
762,000,000 livres of 1,000, 100, and 10 livre notes already issued, would ‘‘ make 
a total sum of 1,200,000,000 livres.”” The statement was disingenuous, as For- 
bonnais notices; but he seems to overlook the fact that 1,134,000,000 livres, 
issued in notes of 10,000 livres, were omitted. The ten-livre notes had been 
issued without signature, but were ordered to be redeemed for safety, by 
decree of February 23. Ibid., p. 34. 17,000,000 livres were issued, however, 
April 19. 

t Forbonnais, t. ii., p. 633, puts the total issue above 3,000,000,000. This 
was of course independent of counterfeit notes, the number of which cannot 
be estimated. 
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minor importance, affecting the system, were issued. By 
decree of council April 6,* all stipulations for payment 
in coin were declared to be null and void. May 16, the 
company was authorized to offer four per cent. life rentes, 
to the extent of 100,000,000 capital. This attempt to 
raise money at four per cent. when the bank was lending 
at two per cent. provoked criticism. 

On the 21st of May, 1720,t a decree was issued reduc- 
ing the value of shares by a series of successive diminu- 
tions from 9,000 livres—the rate at which they were 
then received by the company —to 5,000 livres on the 
1st of December. Notes of the bank were to be reduced 
to one-half their nominal value in the same manner. The 
preamble of the decree opens with a comparison between 
the condition of affairs at the death of Louis XIV. and 
that at: the date of the decree, recites the advantages 
which France had gained from the system, asserts that, 
notwithstanding all these benefits, persons of evil designs 
were endeavoring to overturn it, and had compelled the’ 
issue of the decree of March 5, in which it was sought to 
sustain the system by an augmentation of the coin in cir- 
culation. This augmentation provided for the debtors. It 
remained, then, to provide use for the sums to be reim- 
bursed to the religious communities and foundations and 
others; and this was done by the decree of March 11, 
ordering a reduction in the price of specie. This would 
cause a reduction in the price of real estate, goods, and 
merchandise ; and shares and notes ought to participate 
in this. They would therefore be reduced in proportion, 
and would thus afford an opportunity to use the reim- 
bursements. 

This decree was the end of the system. Steuart says: 
“The arrét was no sooner published than the whole paper 
fabric fell to nothing. The day following, the 22d of 


* Recueil Général des Anciennes Lois, ete., p. 108, note. t Ibid. 


t Duhautchamp, t. vi., p. 95. 
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May, a man might have starved with 100,000,000 in his 
pocket.” Melon considers the attempt to reduce the dan- 
gerous superfluity of values in circulation as founded on 
reasoning which was, perhaps, solid, but too metaphysi- 
cal. Dutot says a decree which reduced a “fixed and 
invariable” currency could not fail to produce conster- 
nation. It was calculated to destroy confidence, when 
confidence was necessary to restore the system. Forbon- 
nais says the step taken was an imprudent one,- but 
cannot be attributed to the enemies of Law. The plan 
was prepared by Law, and had been submitted to the 
regent for consideration more than two months before this 
date. Daire says the opinion that Law was opposed to 
the decree is probable enough, for it is impossible to see 
what utility the system could have derived from it. The 
opinion which prevailed in the market at the time, accord- 
ing to Duhautchamp, was that Law had a plan for retiring 
notes and substituting coin in circulation. His plan was 
not adopted; and he himself, as Controller-General, re- 
ported the decree, although it was founded on the project 
of his adversaries.* 

Through the medium of Law’s publications, we have 
a partial means of testing his responsibility for the several 
decrees, and we gain insight of his methods. In a letter 
to the Mercury, published in April,t he showed the ren- 
tiere that the system still offered an opportunity for a 
good investment. Among the first-fruits of the trade 
with Louisiana which they had already received, he 
enumerated silk and silver. The recoinage, he said, after 
the indicated diminutions, would bring in ten per cent. 
on all the coin of the kingdom, and that profit would 


* “ Everybody says that Mr. Law did not advise the decree of May 21, and 
that it was proposed by M. d’Argenson, Keeper of the Seals, M. Le Blane, 
Secretary of State, and Abbé Dubois, also Secretary, only to overthrow him.”’ 
Journal Historique et Anecdotique du Régne de Louis XV., par E. J. F. Barbier, 
Avocat du Parlement de Paris, Paris, 1847, p. 11. 


t Daire, p. 615. 
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be renewed during the nine years of the grant as often 
as it might be expedient to have a recoinage. The trade 
in shares he justified, as it kept them at their just value. 
The increase in value he denominated newly created 
funds, and said it was necessary to create currency to 
meet it. The exchange of bank-notes being made indif- 
ferently for coin or shares, they were secured by a fund 
having certain value, whether shares or coin. The notes, 
he said, being exempt from diminutions, ought to be pre- 
ferred to coin. In May, through the same channel,* he 
sought to encourage the rentiers. In the course of his 
letter, he asserted that the credit of a note was only 
doubtful and its circulation limited, because its accept- 
ance was free. If circulation were compulsory, there 
might be such a thing as the issue of a note which 
would never return for redemption. Coined money, he 
said, was, like paper money, a mere representative of 
value. From these and many other similar expressions 
scattered through his works, his responsibility for doc- 
trines whose enforcement would legitimately lead to 
such arbitrary methods as those contained in the de- 
crees of March 5, 11, and May 21, cannot be denied. 
The decree of the 21st of May was so destructive of 
public confidence that it was revoked on the 27th, but its 
revocation could not restore confidence. The system was 
dead. The flounderings of the regent from that time until 
the second Visa are interesting, because they were based 
upon the curious notions which then prevailed about 
money, and are worthy of careful study, but they have 
little to do with the system. Law himself, although not 
at once discarded from favor, left France in December, 
1720, carrying with him, of all the vast sums of which 
he was at one time master, only 800 livres. The study 
of the history of the system reveals Law to us as a man 
of genius, whose wonderful insight enabled him to fathom 
the marvellous power‘of credit. He founded a bank 


* Daire, p. 624. 
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which was in many respects the prototype of our na- 
tional banks. He familiarized the French with methods 
of dealings in futures and on margins which are used 
in speculation to-day. He exhibited inconsistencies in 
theory and practice, many of which are traceable to 
his incapacity to recognize the difference between confi- 
dence and obedience. He overestimated the power of 
despotic authority, and underrated the influence in an 
absolute monarchy of public opinion in money matters. 
The French were like children in such affairs, and he did 
not realize how completely the control of children may 
be lost in a panic. Some of his acts, which were opposed 
to theories previously maintained by him, were plainly 
founded upon his belief that the arbitrary power of the 
regent could override theories. His faith in the power 
of decrees of council lost him the contest with the real- 
izers. He was apparently responsible for the various 
edicts and decrees which were issued from the time of 
the adoption of his system up to and including that 
of May 21, with the exception perhaps of the decree 
of April 22,1719. He retained boundless confidence in 
himself to the last. His admirers worshipped him, and 
even his enemies admitted that his intentions were good. 
The agioteurs, chased from the Rue Quincampoix, still 
uttered their pasquinades. In one of them, the story 
of the system from its birth to its death was jestingly 
told : — 

My shares which on Monday I bought 

Were worth millions on Tuesday, I thought. 

So on Wednesday I chose my abode ; 

In my carriage on Thursday I rode; 

To the ball-room on Friday I went; 

To the work-house next day I was sent. 


ANDREW McFARLAND DAVIs. 



































SOME CURIOUS PHASES OF THE RAILWAY 
QUESTION IN EUROPE.* 


THE limitations of human activity are such that the 
men who come in contact with affairs have generally not 
the time and more often lack the technical knowledge to 
write down their experiences. This is as true in regard 
to the railway problem, whether it works out its solution 
here or in Europe, as it is of any other thing. The sur- 
face manifestations are scarcely ever the guides to the real 
facts; and it needs a close observation of contempora- 
neous history, both financial and economic, of the country 
in which the railway problem is to be solved, and of the 
methods of business of its people and their standards of 
morality, to be led to a true understanding of the whole. 
question. 

I shall permit myself one more general observation be- 
fore I enter on the special topic of this paper; and that is, 
that the student is too much tempted to look for a consist- 
ent plan in the affairs of men, when, unfortunately, in 
great as in small things, opportunity makes the fact. It is 
seized without much reference to consistency, and the plan 
or policy oft-times lives more in the imagination of the his- 
torian than in the purpose of the actors. 

I find some illustrations of the student’s difficulty in 
this respect in Mr. Hadley’s book on Railroad Transporta- 
tion, which has been received with much deserved com- 
mendation by the press. In speaking of Austria, and 
showing how Prussia had until 1871 a mixed system of 
railways, partially owned by the state and part in private 
hands, and how many of the private railways had been 


* From a paper read at the meeting of the American Economic Association 
in Boston, May 24, 1887. 
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first subsidized and finally absorbed by the state, Mr. 
Hadley says that Austria pursued exactly the opposite 
policy to that of Prussia. “The Prussian government 
tried to help railroads by buying them at low prices, the 
Austrian government by selling them at low prices. 
There can be little doubt that the Austrian government 
during the period” (subsequent to 1848 and down to 
1858) “was greatly influenced by the example of France, 
and desired not to own its roads, but to have them owned 
and built by private companies in systems radiating from 
Vienna, as the French lines radiated from Paris” (pp. 
209, 210). He then essays to prove that the system in 
Austria was not a success mainly because of the dominant 
importance of the Danube as a competing element, that 
the system was not completely built, and that that was 
one of the difficulties that Austria had to contend with 
in the war with Prussia in 1866, and attributes her non- 
success in that war largely to the unreadiness of her rail- 
way system. Mr. Hadley takes the books, and what Aus- 
trian statesmen saw fit to give in published reports as 
their reason for their action, and is wholly misled by them. 

Austria owned its most important lines of rail in 1853, 
and these were rapidly becoming a profitable investment ; 
but her exchequer was at that time, mainly in conse- 
quence of the Hungarian war of 1848-49, in a state of 
financial depletion, and was, therefore, not only unable 
to build new lines or to maintain to maximum efficiency 
the old ones, but was also in want of money for purposes 
deemed even more necessary than ways of intercommuni- 
cation. And as many an individual is compelled, in conse- 
quence of financial distress, to sell his best asset for the 
purpose of obtaining ready cash, Austria sold her leading 
lines for cash, simply because she needed money; and she 
sold cheap, because her necessity to sell was known to the 
purchasers. Notwithstanding these sales, Austria has been 
compelled from 1853 to the present time to expend large 
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sums of money upon the building of other lines, for mili- 
tary reasons, which private enterprise would not construct, 
and also to meet the wants of her outlying provinces for 
development, and thereby gratify a national demand, 
which is somewhat analogous in its operation to the pro- 
tective tariff system, and almost as expensive. Austria is 
therefore to-day in the anomalous position of having its 
best lines in the hands of private corporations and its 
worst lines in the hands of the government, simply be- 
cause of the financial straits of her own treasury from 
1849 to 1856, her exclusion from the German Confeder- 
ation since 1866, and the necessity to develop her own 
country and protect her frontier since that time. 

Let us turn from Austria to Italy. Mr. Hadley makes 
much reference, and gives high praise, to the work of the 
Italian commission of 1878-81, which sat, as it were, 
ostensibly to consider philosophically the question whether 
it was wiser to have the railroads under state control than 
under private management; and that commission, he says, ’ 
came to the conclusion, after a more thorough and com- 
plete investigation than any that had theretofore been 
made, that it was not the proper function of the state to 
run railroads. To do him no injustice, I quote his words. 
He says on page 228 of his book: — 


There had been no lack of argument brought before the commis- 
sion in favor of a state railroad system. There were the general 
arguments about monopoly, speculation, arbitrary power, with which 
we are all familiar. There were special arguments which applied to 
Italy alone. There were strong men to back them, but both the men 
and the arguments on the other side were stronger. It is a noticeable 
fact that the majority of the Chambers of Commerce were opposed 
to government management. Especially strong was this opposition 
from the Chamber of Commerce of Milan, probably the place where 
both systems had been tried most fully. 

The most interesting points in the report may be summed up as 
follows :— . 

1. Most of the pleas for state management are based upon the 
idea that the state would perform many services much cheaper than 
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they are performed by private companies. This is a mistake. The 
tendency is decidedly the other way. Private companies can do for 
their patrons many things which the state cannot; but it is doubtful 
whether the state would be justified in doing anything of the sort, 
which private companies cannot. The state is much more likely to 
attempt to tax industry than to foster it. And, when it attempts 
to tax industry it is more omnipotent and less responsible than a 
private corporation. 

2. State management is more costly than private management. 
Such, at least, was the conclusion of the commission, on comparing 
the results of the two systems. The differences which they bring out 
are quite marked, though it is fairly open to question just how much 
they prove. Comparing state and private railroads in different coun- 
tries, they find that the ratio of operating expenses to gross earnings 
is always greater on state railroads — averaging eleven per cent. more 
in all the countries compared. In their more detailed comparisons, 
the commission take carefully into account the various elements 
which involve cost of handling; but, unfortunately, they do not 
take up the question whether the rates charged on the state railroads 
considered may not be lower than on the private railroads — a thing 
which would make the percentage look unfavorable, and yet be rather 
a credit to the management than otherwise. We cannot therefore 
accept this point without reserve. 

8. The political dangers would be very great. Politics would 
corrupt the railroad management, and the railroad management 
would corrupt politics. These effects have already been seen in 
actual working. Changes of rates are made for the sake of influenc- 
ing elections. A questionable experiment was recently made in Bel- 
gium in the matter of railroad tariffs: it had been adopted by the 
government as a means of currying public favor —a kind of bribery 
to which there is great temptation. It would not be hard to find 
similar instances in other countries on both sides of the Atlantic. 

If, then, the state railways are to be operated by private compa- 
nies, we come back to the question, on what terms? Lease, or salaried 
management at the risk of the state? As between the two, the 
commission preferred the idea of lease, but it did not commit itself 
to either; it chose a neutral ground, devising an elaborate scheme 
of participation of earnings. The leading ideas of this scheme are 
embodied in the contracts ultimately approved by the Italian par- 
liament. 

While the commission was studying the question, matters were 
coming to the point where a practical solution was growing every 
hour more necessary. 
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1. Where the companies were still managing, the rolling stock 
began to give out. The companies whose roads had been purchased 
by the state were still in part operating them provisionally from year 
to year; but they never knew what turn Italian railroad policy might 
take, so that no one was ready to spend any money now for the sake 
of the future interests of the roads. The rolling stock had not kept 
pace with the growth of business; on many lines, they were not even 
attending to renewals. As a result, cars and engines were wearing 
out very fast; they were already inadequate to the public service, and 
were growing worse each year. 

2. Where the state tried to manage its own roads, it was making 
a bad failure. This was specially noticeable in the railroads of 
North Italy. For two or three years after the purchase by the state, 
the company had continued provisionally to run the roads. But in 
July, 1878, just the time when the commission was appointed, the 
road was taken out of their hands altogether, and run by the state 
directly. The ministry were going to show people how to run a rail- 
road, and prove that the state could do it better than anybody else. 
Unfortunately, the event proved just the opposite. The road began 
to go to pieces. Before the change, the personnel of the railroad 
officials had been first-rate, and animated by a vigorous spirit of 
activity; after the change their character went down, their activity 
slackened. With the same resources they were no longer able to 
handle the same business. There was a time when the freight ser- 
vice of Lombardy was suspended for everything except perishable 
goods, simply because the road could not manage the freight that 
was offered. 

3. There were important financial reasons for a change. The 
public treasury was in trouble, as was apt to be the case in Italy. 
In the hard-won resumption of specie payment, it had exhausted 
all its power. There were no reserved resources. Everything was 
taxed as high as it would bear; most things rather higher. The 
government bonds were so depreciated that it could not borrow 
money except at a great disadvantage. 


Mr. Hadley has described most accurately all that he 
could get from the commission reports and its testimony, 
and all that he could get from contemporaneous books. 
He then states that the office of minister of public works 
was offered to the man who was secretary of the com- 
mission in 1878, and that thereupon, July 1, 1885, after 
carrying the bill through the Italian parliament, contracts 
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were finally made by which the state ceded to private 
corporations the foreign railways of Italy. From which, 
he concludes that Italy had tried state ownership and 
management, and deliberately abandoned it and returned 
to the system of private ownership as more advantageous 
to the country at large. And yet nothing could be fur- 
ther from the facts which actually controlled this transfer 
of the Italian railways from state to private enterprise. 
The financial distress of Italy, incidentally referred to by 
Mr. Hadley, was alone the determining factor in control- 
ling the whole situation; and the incidental causes which 
aided are secrets locked up in the private ledgers of Ger- 
man bankers. The commission of 1879 was appointed to 
bring about a foreordained result. It was in a certain 
sense an “inspired” commission, instituted to give a 
special verdict; and the form of the verdict was pre- 
scribed to them. The motive, if not the justification, for 
thus packing the commission, in point of fact arose in this 
way. Prior to the Franco-Italian war with Austria, the 
most developed lines of Italy were those which were 
under the control of an Austrian company. When Lom- 
bardy and Venice were wrested from imperial dominion 
and made part of Italy, steps were taken to divide the 
Piedmontese and Venetian part from the Austrian part of 
the lines of this Austrian company. This best developed 
part of the Italian railway system was acquired by pur- 
chase by the Italian government. The negotiations for 
this result lasted almost fifteen years, so that it was finally 
accomplished in 1876. A considerable part of the higher 
personnel of these Italian railways was still composed of 
Austrians, who had achieved their positions by years of 
active study of and intelligent devotion to the interests 
they were called u Oserve. During the time that it 
was in the hands of the Austrian company, this line had 
paid dividends of six, seven, and eight per cent.; and, 
when it had passed into the hands of the state, Italian 
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chauvinism drove these foreigners out of the employment 
of the state, and deprived the Italian government of the 
service of the most intelligent railway experts that could 
be found in Northern Italy. These places were filled by 
creatures of the dominant political power and in compli- 
ance with the demand for patronage on the part of the 
Italian deputies (who are as insatiable in that regard as 
the average American Congressman), and the railway 
offices were accordingly filled by the spoils system. The 
demands of localities also for the reduction of freight 
charges and special privileges were too powerful to be 
resisted by the average deputy; and the Italian railway 
system, which was wholly owned by the state subsequent 
to the purchase of the Alta-Italia, became a general hos- 
pital in its administrative department for broken-down, 
superannuated politicians and political hangers-on, so that 
in a short time the personnel of the state administration 
and its tariff rates were used as instruments of political 
bribery. Hence, the personnel was both larger, less effi- 
cient, and much more costly than the private management 
had been; and the methods of manipulating the tariff to 
satisfy the shrieks of localities for special tariff rates or 
other advantages were destructive of revenue. 

The free-pass system had also degenerated into an abuse 
which threatened almost the extinction of revenue from 
passenger traffic. The railways, therefore, particularly 
the Alta-Italia, suffered most seriously as to income in 
comparison with the condition of the roads before the 
transfer to the state was made; and the railways under 
this peculiar kind of state management really threatened 
to be a source of expense rather than of income. 

The Italian government was also confronted with the 
necessity of putting their railways into a condition to meet 
the competition of through traffic, and was actuated very 
strongly by the desire to maintain by the shortest lines to 
the East, Mont Cenis and Brindisi, a through line from 
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London to India via the Suez Canal,—a line shorter by 
several days than any other part rail and part sea route 
for India via Egypt. To keep and maintain this traffic, 
however, it was necessary that the route through Italy 
should be reconstructed, relaid with steel rails, and 
equipped with a rolling stock for which there were no 
funds in the treasury. 

The heroic effort made by the Italian government to 
return to specie payments was successful. This success 
was effected, however, only by an agreement with its 
creditors that the Italian debt should not be enlarged. 
Italy, therefore, from 1879 to 1885, was confronted by 
the same temptation and by a problem of an analogous 
nature to that with which Austria had to deal in 1853- 
55. Genalis and Depretis recognized the situation in 
1879, and so organized the commission as to give the 
Italian administration the power to use the railways as 
an available asset for the needs of the treasury, and to 
convert an actual deficit into a seeming surplus by the 
sale or leasing of the railways to private corporations. 

As a judicial and disinterested judgment therefore 
upon state ownership as against private ownership of 
railways, the conclusions of the Italian commission stand 
about on a par with the conclusions of the Geneva tribu- 
nal based upon the treaty of Washington. The English 
government had determined to atone for its unfriendli- 
ness and want of judgment in the earliest stage of our 
civil war, and to wipe out the soreness that had arisen, 
in so far as a money indemnity would do it, by the 
payment of three millions sterling for the depredations 
upon American commerce of Confederate cruisers built 
in English dock-yards. Superficial readers of history may 
possibly regard the deliberations of the Geneva tribunal 
as having been much influenced by the evidence or by the 
eloquence of our Mr. Evarts; but the fact remains the 
same that, if Mr. Evarts had spoken in Sanskrit instead 
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of in English to the Frenchmen and Germans who were 
swayed by his eloquence, and the testimony had been 
other than it was, the tribunal would probably have 
found very much as it did, as the members must have 
understood themselves to be instruments in a ceremonial, 
under the forms of which a payment in money could be 
made by one powerful nation to another without loss of 
self-respect. So was it with that Italian commission. 
The ministry had determined that the railways should 
become once more private property in the hands of les- 
sees: first, because the fiscal condition of the Italian em- 
pire would not enable it to take care of, and particularly 
not to maintain, re-equip, and rebuild the Italian railways, 
and to bring them to the level of the best railway systems 
of the world, so as to be able to compete with these for 
traffic; secondly, because the Italian government was de- 
termined for fiscal reasons upon converting into money 
this great asset of the Italian people, so as to force a 
budget balance in favor of the existing administration,— 
delusive, it is true, because they parted with more than 


they received; thirdly, because the administrative condi- 


tions of the Italian government were such that no min 
istry could maintain itself against the pressure which the 
Italian railway system developed, and the special rates 
demanded by the Italian localities and by the Italian 


\\ deputies; and, fourthly, because the banking syndicate 


which took the Italian railways in hand had probably a 
persuasive force of an irresistible character. These causes 
and these facts combined determined the findings of the 
commission, and are the underlying but unrecorded fac- 
tors in relation to the whole matter; and no argument of 
any value whatever can be deduced in favor of private 
as against government administration of railways, from a 
state of factsinto which so many sinister and adventitious 
elements entered as in that of the Italian railway ques- 
tion. It would be as logical as to advance an argument 
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against the right of succession, because some particular 
spendthrift is at times compelled to sell his portion under 
the auctioneer’s hammer or give post-obit bonds for the 
purpose of meeting his current debts. 

Another cause, most potent and yet most subtle in 
its influence, contributed largely in producing the change 
from public to private ownership of railways in Italy. A 
company of German and Austrian bankers who financed 
the transfer of the railways of Italy to three private com- 
panies, having under control, respectively, the Adriatic, 
the Mediterranean, and Sicilian sections, were most suc- 
cessful in the terms they made with the Italian govern- 
ment. Any one who reads the text of the leases can see 
how adroit was the way in which, under the guise of a 
payment of two hundred and fifty millions of lire for sta- 
tions, rolling stock, and the like, made by the syndicates 
to the Italian government, they are really making simply 
a loan, and not a payment to the state, upon which the 
state agrees to pay five per cent. interest; and the re- 
payment of the principal is provided for by giving to 
the state an option of repurchase, and to the companies 
a right of relinquishment against indemnity twenty-one 
years from 1885. The extremely adroit way in which the 
private companies obtained a guarantee for dividends 
upon their own stock cannot fail to lead any one to sus- 
pect that the adroit manager or managers of the hautes 
finances, who aided Genalis and Depretis in the accom- 
plishment of their purposes, did not wholly succeed with- 
out personal influences of a more potent character than 
mere argument, in persuading Italian statesmen that such 
a plan was advantageous to the Italian government. 
Since the transfer in 1885, a most astonishing develop- 
ment of traffic has taken place upon the Italian lines: 
the personnel has increased in efficiency and decreased in 
number; the lines have been relaid at the expense of the 
government, to whom the money is loaned at a very good 
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rate of interest by the owners of the railways for relay- 
ing their own lines, which they themselves are develop- 
ing; and the Italian people for a short time are pleased 
with a surplus in the budget instead of a deficit,—a sur- 
plus, however, purchased, to use once more an illustration 
which has done duty before, as the spendthrift’s surplus 
is temporarily purchased by a post-obit bond. 

And now let us turn our attention for a moment to 
Prussia. The Prussians, under the leadership of Bis- 
marck, have established the most thorough-going state 
ownership of railways that exists among the great nations 
on the eastern hemisphere. The Australian colonies 
alone can boast of an equally exclusive government own- 
ership of railways by the state. It is also well known by — 
all who have studied the contemporaneous railway history 
of Europe that this change has resulted, on the whole, in 
beneficial results to the people of North Germany. It 
has caused the adoption of a uniform system of tariff 
rates, the development of through traffic, and military 
promptitude in the despatch and arrival of trains; and all 
this was accomplished without any material addition to 
the public debt, which is not covered by the income from 
assets. It is true that there is a lower rate of interest on 
capital as compared with the income of the railways in 
private hands; but the difference is by no means marked, 
and very largely arises from the substantial reorganization 
and reconstruction of many of the railway systems and 
the erection of vast goods-depots and passenger stations, 
surpassing in magnitude anything heretofore known in 
Central Europe, the one in Frankfort-on-the-Main, now 
under construction, being the largest passenger railway 
station in the world. 

As it is my purpose to draw attention simply to the 
curious phases of the railway problem in Europe, I shall 
leave on one side all general observation upon this vast 
change that has taken place in Germany, and simply refer 
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to two of the subsidiary motives that have produced this 
change. After the Franco-German war, the commanders 
of the army came to the conclusion that there were among 
the line officers too many men of advanced years, and that 
for the efficiency of the army it would be better to have 
men under forty in command of the platoons, companies, 
and regiments. There is an unwritten code of propriety 
in military circles in Prussia, which makes it imperative 
upon every officer who is jumped in the line of advance- 
ment by an officer below him to resign his commission. 
As it was necessary for the purpose of infusing this 
younger blood into the army thus to advance, in numer- 
ous instances, younger officers and subalterns over the 
heads of older and superior officers, it became a very seri- 
ous question to the Prussian government what to do with 
the large number of military officers who had given their 
lives to military service, and who, under the force of this 
unwritten law, were required to surrender their commis- 
sions. Therefore, one of the lower motives operative in 
the acquisition of the railway system of Prussia by the 
state was doubtless this desire to find places in some 
great organization, semi-military in character, such as the 
railway is, to give bread and proper occupation to these 
worthy and useful officers. 

Another motive was that the railway should be used as 
an instrument for the promotion of the protective tariff 
legislation, to aid the development of home industries. 
The effect of this legislation had in previous years been 
counteracted by the freight rates of the railways. To 
prevent this result, it became necessary for the govern- 
ment to have such control over the freight charges of the 
railways that they could hold up the tariff on imported 
articles, and per contra lower the tariff, so as to promote 
the export of domestic manufactures; and but recently 
English locomotive builders found themselves underbid 
at the harbor of Hull and in Southampton waters by Ger- 
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man manufacturers, in consequence of a special rate made 
by the German government for transportation to Eng- 
land, so as to enable German engine-builders successfully 
to compete with English workshops. This is, of course, 
a most formidable weapon, by which the transportation 
facilities of a country in the hands of the government can 
be used as a subsidiary means for the development of 
exports or an impediment to imports, so as to intensify 
the protective or paternal system of promoting home man- 
ufacturing industry. It is not my purpose here to ex- 
press an opinion as to whether this is a pernicious or bene- 
ficial method of using the railway power. It forms one 
of the curious phases of the railway question in Prussia, 
which ordinarily escapes observation, and is therefore per- 
tinent to my subject. 

The same influences had much to do with, and exer- 
cised a marked effect upon, the recent reversal of the rail- 
way policy of France. It is well known that the French 
railways originally were chartered by the government, 
under the conditions that the railways were to become 
the property of the state at the end of about thirty-six 
years. The French political revolution of 1848, followed 
in 1851 by the coup d’état of Napoleon, resulted in so 
complete a disorganization of French industrial enter- 
prises that the government was compelled to come to the 
aid of the French railways, and to lengthen the term dur- 
ing which they were to remain in the hands of the com- 
panies. Here, again, what looks like long-headed policy, 
if judged by mere study of book, is, when we look at the 
question closely, something very different. 

Napoleon, as a usurper and revolutionist, had the low- 
est element of the population behind him, and few of the 
middle class and scarcely any of the great financiers. The 
great authorities of finance looked upon him with appre- 
hension, and he felt that he could consolidate his power 
only upon the condition of making very considerable 
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concessions to the chiefs of finance. The house of Roth- 
schild was then, as it is now, at the head of the banking 
world of France. Péreire, Heine, and Fould all had large 
interests in the then railway systems of France. The dis- 
ordered condition of the French railways compelled the 
bankers to come to the aid of the companies, and these 
banking houses therefore represented the largest part of 
the indebtedness and stock capital of the railways. Napo- 
leon quickly entered into a treaty with them, and gave 
them concessions which, it is fair to say, quadrupled the 
value of their investments, and tied by the strongest bonds 
of personal interest the good-will of those houses to the 
fortunes of the Empire. The terms of the railway con- 
cessions were increased from thirty-six to ninety-nine 
years. The state, as its credit increased, used it to make 
advances of money for needed constructions, absolute 
possession of the field was secured to the railways, and 
the six great French companies were put upon a paying 
basis. Inasmuch as the credit of the French government 
was, on the whole, a little better than the credit of 
the French railways down to about three years before the 
Franco-German war, it was deemed advisable for the gov- 
ernment to be the borrower for most of the new construc- 
tion, to be repaid by the companies, inasmuch as it could 
get money at a lower rate of interest than the companies 
could borrow. This was an economy to both parties. 
After the Franco-German war, the power of the French 
people to recover from what appeared an overwhelming 
disaster was exhibited in so startling a way, the burdens 
of the indemnity and the repairs of the ravages of war 
were so easily borne and met, that France naturally sup- 
posed that the resources as well as the credit of the 
French people were practically without limit. Vying 
with Prussia to make the French railway system subser- 
vient to the military necessities of the nation, the govern- 
ment rapidly took steps again to shorten the period within 
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which the railways were to come within the possession of 
the state, thereby reversing the policy of Napoleon; and, 
so as also to meet Prussia in time by state railways 
against state railways, the government built with great 
rapidity, connecting outlying railways, and threatening 
the older lines with an active competition on the part of 
the state, by an actual invasion of the territory previously 
reserved to the lines of the six great companies. 

This was a reversal on the part of the republic, under 
the leadership of Gambetta and his following, of the policy 
which was created by Napoleon, and was offensive to the 
great financial houses of France. A series of remarkable 
articles, published in the Revue des Deux Mondes, show- 
ing that France had reached the limit of its state credit, 
really thereby contributing to the result which they de- 
scribed, the frightful expenses of the Tonquin and Tuni- 
sean wars, the necessary disbursements arising from the 
organization of the French army, the depredations of the 


phylloxera, the death of Gambetta,— all combined to pre-* 


vent the carrying out of the magnificent programme that 
had been sketched, by which France was to expend about 
eighty millions of dollars a year upon its railway systems 
under the plan of 1878, and by which it sought to emulate 
Germany in the same field of activity. Again, a complete 
reversal of policy took place. Sixteen hundred miles 
of state lines were surrendered to the six companies. 
The companies were required to build five thousand ad- 
ditional miles on account of the state, the state paying 
interest on the whole and repaying annually a part of 
the principal. Large concessions were made to the rail- 
ways in the way of back interest which was due and un- 
paid ; and all this was done for the purpose of temporarily 
relieving the budget of France from the pressure of a 
project started in 1878, which committed the French gov- 
ernment to an expenditure in excess of its power to raise 
money and for which its credit was inadequate. But, 













































468 QUARTERLY JOURNAL OF ECONOMICS 


underneath it all, the hand of the Rothschilds and the 
genius of Say, that great political economist and states- 
man, who is allied to the Rothschild house, can be traced 
in all the new compacts with the railways; and the gov- 
ernment was simply beaten at every point by the haute 
finanee. 

A very important part was played by the protectionists 
in France in securing this achievement for the financial 
and monopolistic elements of the country. The French 
railways were making special rates for importations into 
France, which largely tended to nullify the protective tariff 
rates. The iron-masters, coal-miners, machine-builders, 
and textile producers of France, stirred up by the financial 
interests and by their own greed, in the press and upon 
the platform drew attention to this nullification of the 
French national protective policy; and, indeed, the only 
substantially important new condition that was imposed 
by the French government upon the railways under the 
new compacts is, that all tariffs upon goods which tend to 
counteract the fiscal legislation of the country shall be 
subjected to the absolute control of the government, so as 
to quiet the agitation which threatened very considerably 
the permanency of the ministry, and to satisfy the public 
clamor for protective measures. This is one of the curi- 
ous phases of the railway problem in Europe, which has 
a tendency to show how multiform and various are the 
influences at work to modify and change the conditions 
of the railway problem, and how little can be gathered 
from mere government documents and laws to shed light 
upon this the most interesting and intricate of all mod- 


ern industrial questions. 
Srmon STERNE. 
































NOTES AND MEMORANDA. 





In the opinion of M. René Stourm, the French finances 
illustrate the risk which a country runs from having too much 
money in the treasury. <A true balance of income over ex- 
penditure it has been hard for France to maintain, even if 
extraordinary outlays were cut down; but, at the same time, 
the compulsory deposits in the treasury for account of local 
and judicial authorities, savings, annuity funds, and the like, 
have given a constantly increasing mass of balances, which 
runs from 1,000,000,000 to 1,700,000,000 francs. This ought 
to be invested for the beneficiaries, no doubt; but still it 
could be borrowed for the service of the treasury. And 
hence the increasing tendency, visible for some years past, to 
live upon the treasury, as M. Stourm phrases it, and not upon 
the budget. Hence, the growth of reckless expenditure, to, 
be covered by the easy resource of disguised loans,— hence 
indifference to deficits, and, finally, the rolling up of perma- 
nent debt. In short, whether a legislative body speaks 
French or English, its virtue finds irresistible temptations in 
an overflowing cash-box, no matter to whom the cash may in 
strictness belong. 





Ir is announced that Macmillan & Co. will shortly publish 
a work by Mr. S. Dana Horton, entitled The Silver Pound 
and England’s Monetary Policy since the Restoration. It is 
said that Mr. Horton will present in this publication a consid- 
erable body of evidence, including letters of Locke, Newton, 
and some of the founders of the Bank of England, of which 
a part is now printed for the first time, and a part, though 
printed, has lain in obscurity. 





Tue Central Bureau of Statistics of Norway has added a 
third volume to a series on the merchant marine of all but 
Asiatic countries. The director, A. N. Kier, in this volume 
presents comparative and total results for the years 1880-1886. 
In 1886, as compared with 1879, steamships have increased 
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by 8,202,600 to 7,676,800 tons, and sailing vessels have dimin- 
ished by 1,754,100 to 12,654,800 tons. The steamships in 
1879 constituted 48 per cent., and in 1886 64} per cent., of 
the merchant marine. The only increase in sailing vessels has 
been in the class of 1,000-2,000 tons, which was 4.4 per cent., 
and in the class of 2,000 tons and upward, which was 378.1 
per cent. While the total number of men engaged has re- 
mained about the same as in 1879, the total tonnage has in- 
creased 24 per cent., showing the increased efficiency of 
human labor in the transportation service. Until 1860, the 
sailing vessels increased correspondingly with the total mer- 
chant marine, but from that period a change took place. 
Witb an annual average increase of 3.28 per cent. in 1840-49 
and of 3.93 per cent. in 1850-59, the sailing tonnage showed a 
gain of only 1.10 per cent. in 1860-69, of 0.03 per cent. in 
1870-79, and a loss of 1.92 per cent. in 1880-85; while steam- 
ships showed an average annual gain per cent. in 1840-49 of 
8.87, in 1850-59 of 12.63, in 1860-69 of 8.44, in 1870-79 of 
9.11, and in 1880-85 of 8.32. The inference from these fig- 
ures for the western world is not far to seek, and is significant 
as to the decline of our own merchant marine. 

The steady growth of the total tonnage of Norway (includ- 
ing steamships) after our tonnage began to decline is sug- 
gestive. Her sailing tonnage is no greater in 1886 than in 
1865, but her steam tonnage has increased about 6} times. 
Of her steamships, during 1880-85, 25,926 tons were con- 
structed at home and 41,773 tons were bought abroad. Of 
her sailing vessels, in the same period, 102,087 tons were built 
at home, and 297,793 tons were bought abroad. 





By a royal proclamation published May 19, the English 
government has provided for the coinage of a silver four- 
shilling piece, to be called the double florin. The new piece 
is to be of standard silver, }j fine, ana is to weigh 349.09090 
grains, the legal weight of the shilling being 87.27272+. The 
double florin will therefore be a strictly subsidiary coin, cir- 
culating as a token for something more than its bullion value, 
in conformity with the plan on which the English silver coin- 
age has rested for the last seventy years. 
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This extension of the present system, at a time when the 
bimetallist party has been looking with some hope for the 
conversion of England, and when a Royal Commission is 
actually investigating the general question, is taken by advo- 
cates of legal tender silver as a most unfavorable sign of what 
is really to be expected. The importance of the measure is 
increased by the fact that a double florin would be the very 
coin by which to make the connection on a silver basis 
between the English, French, German, and American systems, 
from the close approximation in value between four shillings, 
five frances, four marks, and one dollar. 

Mr. Ottomar Haupt writes to the Zeonomist of May 28 that 
the decision of the English government “is of the greatest 
consequence ” : — 





It does not only destroy all hopes in the ultimate rehabilitation of 
the white metal: it prejudices even the future creation of a four-shilling 
piece involving the character of a standard coin or possessing the attri- 
butes of an international money. 


And he asks, with some indignation,— 


How could such a crushing measure be taken while the Royal Com- 
mission was sitting, and there existed no necessity whatever to deal a 
regular dead blow to all the efforts made in view of rehabilitating the 
white metal in some way or other ? 

The incident justifies Bagehot’s sagacious judgment that 
England would be little likely to meddle with the sovereign, 
merely because something had happened to the rupee. 


In summing up the results of a series of articles on colonial 
expansion, the Hconomist of June 11 gives a careful estimate 
of the amount of British investments in English colonial secu- 
rities. The aggregate is constantly swelling with the overflow 
of English capital, and is now set at £744,000,000 as against 
£620,000,000 at the close of 1883. The distribution of this 
enormous capital among the different classes of investments 
is computed as follows: — 


Gowermmembieams, 2. 2 0 tt ttt ttt £330,800,000 at say 4% 
Railway, provincial, city, etc... . . . . «+ «+s 179,800,000 “ 5% 
Banks, mortgages, etc., ... +. + + + + + « 87,500,000 “* 6% 


Other fmyentmeemts, 2. 0 8 tt ttt th tl ,900, 44% 
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The greater part of these investments are geographically 
distributed in this way :— 


ns <6 6 6 9b 6 #-s. 6 6 6 6 eo 6 & © 6 £281,000,000 
tn es « ok Sb 6 e & © 6) 6 0-e 272,000,000 
ee oe ee ee ee 135,000,000 


The interest on these investments is not far from £35,000,000 
annually, to be liquidated either by a balance of imports into 
England or by fresh borrowing on the part of the colonies. 
The theoretical connection of the facts with the often dis- 
cussed problem of the English balance of trade need not be 
pointed out; but the magnitude of the figures throws some 
light on the immense proportions to which the normal demand 
of England upon other countries has finally risen, after her 
long career of commercial prosperity and accumulation. 





TuE project of law offered early in the year by M. Dau- 
phin, late French Minister of Finance, for the remodelling 
of the personnelle-mobili2re tax, deserves a place in the history 
of the fruitless attempts to establish an income tax, or its 
equivalent, in France. Inspired by the hope of striking a new 
source of revenue, without too much risk of unpopularity, 
M. Dauphin conceived the idea of changing the personnelle- 
mobviliere from a tax levied by apportioning a principal sum 
among the departments and communes to a tax levied by 
applying a rate, and of then converting that part of the pres- 
ent tax which is a levy upon the rental of premises occupied 
by the tax-payer, into a systematic tax upon occupation rents 
as an index of presumed tax-paying ability. 

The minister recognized the fact that rent would be an 
index extremely unequal in its operation. For the poor, 
rent would be in larger proportion to disposable income than 
for the rich, and a given rent in a city would have a different 
significance from the same amount paid in a small town. He 
therefore adopted an elaborate system of coefficients, the ap- 
plication of which should show the tax-paying income to be 
inferred as existing from the fact of a given rent paid under 
various conditions. On this tax-paying income, the tax might 
be assessed at the rate fixed from time to time by law. The 
table of coefficients, which is given with the projet in the 


a ————— 
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Bulletin de Statistique for March, divides the communes into 
nine grades, according to population, and classifies rents in 
seven classes, according to amounts. Four of the nine grades 
of communes, taking the two extremes, will show the opera- 
tion of the scheme : — 








Paris. Cities of 50,000 | Towns of 5,000 | Villages of 2,000 
to 100,000. to 10,000. or less. 
Coefficient. Rent. Rent. Rent. Rent. 
10 15,001+- 11,001+- 5,001+- 3,001+- 
9 y 9-11,000 4.5-5,000 2-3,000 
8 10-12,000 7-9,000 3.5-4,500 1-2,000 
7 5-7,000 2-3,500 701-1,000 
6 J 3-5,000 1-2,000 451-700 
5 J 1,2-3,000 4,5-1,000 201-450 
500-2,000 1,200 100-450 25-200 
exempt. 

















A rental of 3,600 francs, then, would be held to represent a 


taxable income 
in a village (3,600 x 10) of 36,000 francs ; 
“ “ town (3,600 x 8) “ 28,800 “ 
“ « small city (3,600 x 6) * 21,600 ” 
“ Paris (3,600 x 5).* 18,000 - 


On this presumed income, the law should fix the rate to 
be paid for every fiscal year, so that, in the words of the 
minister, “selon les besoins du moment, vous pourriez faire 
varier ce taux; car le nouvel impét offrirait une élasticité 
dont les contributions directes actuelles sont privées.” 

After exciting a good deal of discussion by the press, M. 
Dauphin’s proposition was unanimously rejected in committee 
on the 26th of March. The personnelle-mobiiiére is an ineffec- 
tive and, in many ways, an unsatisfactory tax; but no doubt 
the legislators distrusted the “elasticity” promised as the 
result of reform, and dreaded the application of an “index ” 
to taxation of any serious amount. It is highly improbable, 
however, that any French financier will be intrepid enough to 
propose an income tax in any more direct form, or requiring 
more inquisition into the affairs of individual citizens than is 
implied by M. Dauphin’s plan. 
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RICARDO’S USE OF FACTS. 


In the current criticism of the economists of the old school, 
frequent mention is naturally made of what is understood to 
be Ricardo’s fondness for mere theorizing. In a general way, 
it is admitted that he was a man of affairs; but, as a writer 
upon economics, he seems to his critics, and no doubt to a 
large part of his readers, like a man writing in a cave, the 
course of his thoughts not being at all affected by the actual 
transactions of life. And yet he did himself suppose that facts 
had their part in determining his conclusions. He expresses the 
hope, in the preface of his principal work, that it will not be 
deemed presumptuous in him to state his opinions upon the 
questions therein treated, after having given his best considera- 
tion to the subject, after the aid derived from some eminent 
writers, “and after the valuable experience which a few late 
years, abounding in facts, have yielded to the present genera- 
tion.” Nevertheless, in the treatise which follows, facts are 
rarely cited in proof or otherwise; and even the illustrations are 
imagined cases put by the writer. 

This characteristic of Ricardo’s treatise is best explained by 
recalling the circumstances under which the book was written 
and published. It is now before the world as the author’s 
formal exposition of his system; and, as an exposition, it con- 
fessedly leaves much to be desired. But it is to be remem- 
bered that it is at least doubtful whether the author originally 
wrote for publication. McCulloch’s statement, probably made 
upon the best information, is express, that Ricardo hesitated 
to publish, and was unwilling thus to risk a. high reputation. 
“Ultimately, however, he was prevailed upon, by the en- 
treaties of his friends, to allow his work to be sent to the 
press.”* That James Mill was one of these persuasive 
friends, we have upon the authority of John Stuart Mill, 
who speaks in his Autobiography of Ricardo’s work as “a 
book which never would have been published or written but 
for the entreaty and strong encouragement of my , father; 
for Ricardo, the most modest of men, though firmly con- 
vinced of the truth of his doctrines, deemed himself so little 


*See also Annual Biography, 1824, p. 374. 
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capable of doing them justice in exposition and expression 
that he shrank from the idea of publicity.” 

It appears from these notices not unlikely that Ricardo’s 
book was written, not for the public eye, but as a statement 
of opinions made for his own purposes, and that its publication 
was an afterthought of his friends. And this view of the case 
is confirmed by the structure of the book itself, which is a 
series of monographs scattered over the field of political econ- 
omy, such as a thoughtful man might commit to writing when 
clarifying his own ideas on the subject, but is by no means a 
systematic exposition, even such as a writer of so little rhetori- 
cal pretension as Ricardo might be expected to produce. This 
appearance of being a fragmentary collection of essays is even 
more strongly marked in the original edition than in the later 
ones, to which the author was induced to make some impor- 
tant additions. 

Writing, probably, with little reference to any large circle of 
readers, Ricardo contents himself in these irregularly con- 
nected chapters with a simple statement of the operation of 
causes. He may here and there refer to an historical case in : 
which a cause discerned by him operated; but such reference 
is not necessary for his present purpose, and is made by excep- 
tion, and not upon system. If he wishes to illustrate, he finds 
it easier to frame a case, as men will do in discussion nine 
times out of ten, by saying, “Suppose a commodity of 1,000/. 
value rises to 12007. or falls to 8002,” and so on. “My 
object,” he says, “was to elucidate principles; and, to do this, 
I imagined strong cases, that I might show the operation of 
these principles.” * 

But, in his pamphlets, Ricardo was generally writing for a 
different purpose, and with distinct reference to the reading 
public. The occasion required a different method of treat- 
ment, and thus a certain side-light, as it were, is thrown upon 
his mental processes and his equipment for discussion. The 
range of subjects covered by his pamphlets is limited to the 
currency and to free trade in corn, these being the ques- 
tions which pressed the hardest upon English economists in 
the fourteen years of his activity ; but the method pursued is 


* See Ricardo’s letter in the Edinburgh Review, January, 1837, cited by Bonar. 
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significant. In his principal work, his discussion of money 
and the allied topics, and of all that bears on the effects of free 
corn, is of the same cast as his discussion of other subjects. 
We have the same severely logical statement of abstract prin- 
ciples and the same use of imagined cases for illustration, with 
nothing whatever to show any special study of facts or 
acquaintance with practical affairs. In the various pamphlets 
on the currency, however, and in that on protection to agri- 
culture, which is the practical sequel of an earlier theoretical 
essay on the effects of a low price of corn, he shows that 
behind the abstract discussions of his book lay a great reserve 
of facts and observations, ready to be drawn upon whenever 
the task in hand seemed to require. The same thing is true 
of his many speeches in Parliament, as reported in Hansard 
from 1819 to 1823. The subjects of the speeches are chiefly 
connected with the currency, the national debt, taxation, and 
agricultural distress. But the discussion throughout rests 
upon the knowledge of a keen-sighted and experienced ob- 
server, skilled in the scientific interpretation of phenomena. 
So far is he in these speeches from neglecting fact for theory, 
that it would be easy to cite important cases in which he went 
beyond the opinion of the House, by sacrificing the close appli- 
cation of theory in deference to the unusual conditions then 
affecting important questions. 

With regard, then, to questions which Ricardo had occasion 
to treat before an audience or for a considerable circle of 
readers, we find that he was thoroughly equipped, and that he 
made ample use of facts for illustration, verification, or the 
premises for argument, although, in his chief work, the same 
questions are treated with a singular exclusion of all reference 
to the actual world around him. It is fair to assume, then, 
that under like circumstances he would have treated other 
questions also in the same practical way; and that what 
appears in his treatise as a complete separation of theory and 
fact does not indicate the mental habit of the author or the 
limit of his resources, but is only the peculiar cast given 
to the treatise by the special circumstances of its composition. 
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THE THEORY OF BUSINESS PROFITS. 


I must respond, on behalf of my wife and myself, to the 
friendly challenge of General Walker contained in the last 
number of this journal. In a note to his article on the 
source of business profits, he quotes from the Heonomics of 
Industry, “The earnings of management of a manufacturer 
represent the value of the addition which his work makes to 
the total produce of capital and industry,” and says: “If this 
remark is to be taken literally and strictly, I do not see why 
it does not express precisely the same view of the source of 
profits as is here sought to be set forth. In that case, I 
gladly yield all claim to priority in its statement.” It is cer- 
tainly to be taken literally. I am very nearly in agreement 
with General Walker’s Theory of Profits; but there is, I 
think, a real though small difference between us. I do not 
regard the analogy between rent and the earnings of excep- 
tional ability as confined to the task of business management. 
I hold that, whatever be a man’s occupation, that part of his 
earnings “which he owes to his education may be regarded 
as a kind of profit on the capital invested in it; that part 
which he owes to exceptional natural qualities may be re- 
garded as a kind of rent,—that is, it is the income derived 
from an agent of production, the supply of which is deter- 
mined by natural causes, and not by the deliberate outlay of 
human effort for the sake of future advantage.” (Zconomics 
of Industry, p. 110.) 

As I said in your last number, when asking Professor 
Laughlin’s indulgence, the Heonomics of Industry suffered 
from not having space to treat properly some of the difficult 
problems which were raised in it. One of the chief of these 
relates to the causes that determine Earnings of Management. 
But what was said on the subject in that little book was the 
product of many years’ thought; and it claims to contain the 
outlines of an answer to just that question to which General 
Walker, if I understand him rightly, addresses himself in 
your last number. So that I cannot agree with him that 
there has been a Jacuna in the theory of economics in that 
place where the discussion of the causes that determine the 
earnings of management ought to have been. 
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No economist in any country has, I think, explained the 
services which the undertaker renders with such graphic force 
as he has. Some things that he has said on this point remind 
me of passages of Adam Smith, which one can read and 
reread, and every time learn from them something new. The 
effective demand for the work of business management is 
based on the value of these services to the community; and, 
on this side of the question, the Heonomics of Industry is 
in harmony with General Walker’s view, though I am ready 
to admit that any comparison between the two must be to the 
disadvantage of the former. 

But the value of the undertaker’s services conforms to the 
general law that value is determined by the forces of demand, 
on the one hand, and the forces to be overcome before supply 
is forthcoming, on the other; equilibrium being found where 
these two forces are equal to one another. And, on the side 
of supply, I cannot entirely accept General Walker’s doctrine. 

My own position is this. First, suppose that all people 
were born with equal natural talents, so that the industrial 
ability of every one depended entirely on the trouble and ex- 
pense devoted to his education. In that case, the expenses of 
production of skilled work of any kind, the supply price at 
which any given amount of it could be obtained, would exceed 
the wages of ordinary labor by what was sufficient to repay the 
cost of the education required for it (Hconomics of Industry, 
Bk. II., ch. viii., § 1); but, in estimating this, we must remem- 
ber that the expense had generally to be borne by parents 
who, for various reasons (Zdid., §§ 2...), could not generally 
adjust on strict capitalistic methods their outlay to their ex- 
pectation of the advantage it would bring in extra wages, etc., 
to their children. Among these are difficulties which a lad 
may find in getting access to the special training and the start 
in life required for a skilled trade other than his father’s. 

Next, it is argued (Jdid., ch. ix.) that the same general rea- 
soning applies to the supply price of business power. Even 
the difficulties of getting the necessary special training, and of 
making a start as a business man, resemble in many respects 
the special difficulties of getting access to the training re- 
quired by, say, a glass-blower, or of starting with a connec- 
tion in the profession of law or medicine. 








—$— 
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But the business man who has little or no capital of his own 
must enter into partnership or hire himself out as business 
manager to a private firm or a public company; or, lastly (and 
this we may take as the typical case), he must borrow. It is 
then argued (Jbid., ch. xii., § 1) that these borrowings, what- 
ever form they take, involve a new set of risks, which may be 
called Personal Risks, and are in addition to the Zrade Risks 
that are inseparable from business in his trade. The supply 
price, therefore, at which business ability, in command of the 
requisite capital, will be forthcoming, consists of: (a) the sup- 
ply price of the ability itself; together with (4) the supply 
price of the bringing together of that ability with the capital 
required to give it scope, or, to look at the same thing from 
another point of view, Insurance against Personal Risks ; to- 
gether with (c) the supply price of the capital employed, or 
interest. 

On the supposition, then, that all people have equal natural 
talents, I should find no scope for a comparison between the 
Earnings of Management and Rent. I agree with General 
Walker that the man who had got the best business training 
and managed his business best would almost inevitably be the 
one who would cost the least to the community in proportion 
to the services he rendered it; and that, putting aside cases 
of fraud, illegitimate combination, monopoly, etc., the cost of 
production of things would be increased, and not diminished, 
if the item in them which consists of business earnings were 
saved, but the services of business men in engineering and 
superintending production were lost. But this does not seem 
to me to justify the statement that normal earnings of man- 
agement do not enter into (cost or) expenses of production. 
If a man did not paint the outer woodwork of his house, it 
would decay rapidly; and he would lose more than he would 
gain. The expense of house room would certainly be greater 
if paint were not used than it is now. But that does not jus- 
tify us in saying that the price of painting is not one of the 
expenses of production of house room. 

Next, to take account of the fact that natural talents are not 
equal. The talents given by nature resemble that part of the 
fertility of land which is, in common though loose phrase, 
inherent in the soil. Man cannot produce them at all; and, 
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therefore, they have no expenses of production, they have no 
supply price. When we want to find the relation between the 
value of corn and its expenses of production, we are forced 
to look at that corn which was raised on the margin of cul- 
tivation (to use a metaphor, for it is nothing else), so as to 
just pay its expenses without allowing anything for rent. 
The rent paid by any corn grown under more favorable con- 
ditions is determined by the price—that is, under normal 
conditions by the expenses of production — of that which is 
grown on the margin of cultivation. Rent is determined by 
price: it does not determine price. This, as General Walker 
has well explained, is what Ricardo meant by saying that 
rent does not enter into price. This phrase is not very happy, 
because the sense in which it has to be taken in order to make 
it true is not a very natural one. Most people take it in some 
other sense; and then they despise Ricardo, unless they are 
very dull and believe it in spite of not understanding it, and 
then they make other people despise Ricardo all the more. 

I hold that in the same way the expenses of production of 
calico, in so far as they consist of manufacturer’s earnings of 
management, are the supply price or expense of production 
of the manager’s abilities, together with that of his capital, 
together with that of the task of getting him and his capital 
together. The supply price of the business man’s abilities 
must be taken on the assumption that his mind was like land 
on the margin of cultivation, that is, not that it made no re- 
turn to the capital and labor spent in educating it, but that 
it made only ordinary profits,—i.e., that it made (in addition 
to interest on the material capital used by him) just enough to 
pay the expenses of production of his business ability, without 
allowing anything for rent. Those who have exceptional nat- 
ural abilities (and average good fortune) get earnings exceed- 
ing the earnings of similar manufacturers whose minds are on 
the margin of cultivation, and this excess I proposed to call 
rent. The analogy already quoted from the chapter on the 
Supply of Skilled Labor is continued in the chapter on Earn- 
ings of Management (p. 144) thus: — 


Business men are chosen by a process of natural selection from 
among many millions of competitors. For many employers of labor, 
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in some parts of England more than half, have risen from the ranks of 
hired labor. Every artisan who has exceptional natural abilities has a 
chance of raising himself to a post of command, and is in fact a candi- 
date for the prizes that may be earned by success in business ; and the 
average of these Earnings of Management is high, partly because the 
class of employers contains, in addition to the able men that have been 
born within its ranks, a large share of the best natural abilities that 
have arisen among the lower ranks of industry. While Profits on cap- 
ital invested in education is a specially important element in the incomes 
of professional men, Rent of rare natural abilities is a specially impor- 
tant element in the incomes of business men. 


Thus, while General Walker regards as analogous to rent 
the whole of the excess of the earnings of the successful busi- 
ness man over those of the man who just gets no profits, I 
apply the analogy only to what may, at a rough guess, be put 
at a tenth part of this sum. I apply it only to the excess 
over the earnings of a business man who has average natural 
abilities and who makes sufficient profits to be a fair return 
for the trouble of giving a business education and a start in 
life, and to cover the difficulty of bringing him and his capital 
together. 

I hope this answer, short and imperfect as it must needs be, 
will tend to clear away some confusions that have arisen in 
England as well as in America as to the relation in which 
my theory of business profits stands to that of General Walker. 
The forthcoming first volume of a work on Economics will 
contain a full statement of my position as to business earnings, 
and deal with certain difficulties which are evaded not only 


here, but in the Zconomics of Industry. 
ALFRED MARSHALL. 


ANALYSIS OF COST OF PRODUCTION. 


The definition that makes abstinence an element in cost of 
production seems to me to be open to very serious objections. 
In the first place, as a matter of scientific accuracy, it is clear 
that production must have preceded abstinence. There can 
be no abstinence until there is wealth to abstain from. The 
first wealth abstained from must have had a cost of production 
as well as all later wealth, and in that cost abstinence can 
have had no place. Further, to quote the words of Cairnes, 
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the author of the definition, “The sacrifice [of abstinence] will 
be measured by the quantity of wealth abstained from, taken 
in connection with the risk incurred, and multiplied by the 
duration of the abstinence.” Now, the quantity of wealth 
abstained from is gauged by its value; and its value depends 
on its cost of production. If, then, we introduce abstinence 
as an element in determining value, and value as a factor in 
the measure of abstinence, we are clearly guilty of using the 
thing to be measured as part and parcel of our standard for 
measuring it. Again, the primary object of the definition 
was to eliminate questions of wages and profits from cost of 
production. But, clearly, the “quantity of wealth abstained 
from” in the production of any commodity depends directly 
on the rate of wages. It is, in fact, the wages under another 
name. If wages rise, there is increased abstinence; and, if 
we accept the definition, we are bound to say there is an 
increase in cost of production. The definition, therefore, only 
seems to eliminate wages from cost of production. 

Finally, there are changes of value which, so far as I see, 
neither spring from, nor correspond to, any changes in cost of 
production as defined by Cairnes. I refer to those undoubted 
changes of value that attend a rise or fall of the general rate 
of profits. When profits fall, there is a gradual fall in the 
value of commodities (such as wine and machine-made goods), 
which are “called on to pay profit” for a longer period or in 
greater proportion than the average. (Mill, Bk. III, ch. iv.) 
Now, my point is that, under Cairnes’s definition, the cost of 
production of these commodities remains, relatively to other 
commodities, the same after the fall of profits as before the 
fall. The labor and the risks of production remain unchanged. 
The quantity of wealth abstained from and the duration of the 
abstinence are relatively unchanged also. By “relatively,” 
I mean that the proportion which the abstinence required in 
the production of wine bears to the abstinence required in the 
production of bricks or coal, is not affected by the circum- 
stance that causes the fall of profits. How, then, shall we 
hold that value depends on cost of production, if we, at the 
same time, accept Cairnes’s definition of cost of production 
and of abstinence as one of its elements? 

These considerations seem to me to justify an attempt at 
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a better analysis of cost of production. As a first step in the 
fattempt, I venture to point out that abstinence is not itself a 

primary fact of industry, that it is rather the incident or out- 

come of a more fundamental fact. That more fundamental 

fact is the length of time that must elapse between the outlay 
_jof labor and the possession of the finished product. The 
period differs widely in different industries. In those pur- 
suits that belong to a low industrial condition,— such as hunt- 
ing, fishing, gathering wild fruits and berries, etc..—the in- 
terval between exertion and the presence of its enjoyable 
result is very small. In farming, on the other hand, the 
labor devoted to clearing and preparing the ground, seeding 
it, and protecting the growing crop, must wait on the slow 
processes of nature to get a return. In the production of beef, 
apples, woollen clothing, wine, etc., we have examples of com- 
modities requiring still longer waiting on the part of the pro- 
ducer. That this waiting constitutes a real element in cost 
of production will hardly be questioned by any one who bears 
in mind human impatience. What I wish to insist on at 
present is that, apart from the necessary labor and risks, this 
waiting for the product is the only real element in cost of 
production. Given men who are ready to devote some por- 
tion of their time and energy in such ways as do not promise 
immediate returns, and all sorts of production become pos- 
sible. Of course, they must have subsistence meanwhile; but 
subsistence they must have in any case, or perish, Unless a 
community has some disposable margin of time left over, 
after providing for the urgent wants of the hour, labor for 
a distant return is out of the question for its members. 
But, happily, even the most depressed communities have or- 
dinarily such a margin, and are therefore able to engage in 
the production of commodities requiring the sacrifice of 
waiting, in addition to the sacrifice of labor. They need no 
other outfit or preparation than a willingness to use the op- 
portunities that nature puts within their reach, on the terms 
that nature offers. 

Of course, the possession of a reserve fund — saved products 
of past labor —may greatly facilitate production by enabling 
men to devote their time wholly to industries in which waiting 
for return is necessary. This may have great advantages, but 
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it does not alter the essential conditions or the cost of pro- 
duction. It merely affects the mode in which men choose to 
bear the cost. The possession of such a fund on the part 
of some individuals in the community allows a sort of vi- 
carious waiting to arise. The possessor of capital assumes 
the burden of the waiting on behalf of those who work for 
wages. The advance of wages is in reality a discounting of 
the future rights of the laborer, the rate of discount depend- 
ing, in this as in other cases, on the law of demand and supply. 
If those who labor would submit to nature’s terms, and wait 
for the finished product to emerge, the whole product would 
belong to them, without abatement or deduction. Partly, no 
doubt, especially in those industries where the waiting is 
necessarily long, this may be physically impossible for the 
mass of laborers; but the will is more commonly lacking than 
the ability. At all events, the fact remains that abstinence, 
as usually manifested, is a result of the inequalities of success 
and waiting capacity among men. It is a matter between 
man and man, not between men on the one side and the 
materials and forces of nature on the other. In this respect, 
abstinence is clearly on the same level as wages and profits. 
It belongs, indeed, to the subject of wages and profits rather 
than to production as such. The conditions of production do 
not, per se, demand abstinence. They do demand labor and, 
after the labor, an interval of waiting, greater or less, for the 
fruits of the labor to appear. In the account with nature, 
the abstinence of one set of men is offset and cancelled by 
the premature and (so far as production is concerned) un- 
earned consumption of the other set. Taking both sets to- 
gether, what they accomplish between them reduces itself, 
in the ultimate analysis, to the labor and subsequent waiting 
for enjoyable result, which nature exacts as the price of her 
bounty. 

This analysis of cost of production is applicable to the most 
complex and highly developed industrial system, as well as to 
the simplest and rudest. The introduction of machinery and 
division of labor acts on the two main elements of cost of pro- 
duction in opposite ways. It diminishes labor, but it does 
so at the expense of greater waiting. Labor spent in making 
machinery is, in the very nature of the case, labor for a distant 
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return. The reward of such labor is not the machine, but the 
increase of consumable commodities which the machine, as 
long as it lasts, will aid in producing. Given the necessary 
knowledge, machinery is possible, just as agriculture or beef- 
raising is possible, for men who are prepared to labor for a 
distant reward. The cost of production of machine-made 
goods is the sum total of the labor, waiting, and risk involved 
in making the machinery and in using it later as a help in 
production. Similarly as regards division of labor. In this, 
we have a powerful device for lessening the labor of produc- 
tion; but it is obtained at the cost of additional waiting 
and new risk,— the delays, often long, that necessarily attend 
the exchange of products, and the risk of failing to suit the 
demand of those with whom exchange is sought. Thus, the 
introduction of machinery and division of labor does not 
change the elements of cost of production, but merely mod- 
ifies their relative action as separate factors in the cost. 
One further consideration it is necessary to bear in mind 
in treating of cost of production as the regulator of values. 
Here we have to deal with many different kinds of labor,—‘ 
different in severity, in danger to life and health, in dis- 
agreeableness and the like, and with wide diversities in 
the necessary period of waiting. As regards differences in 
the character of the labor, there is no standard apart from the 
judgment of the laborers concerned. Danger to the health, 
for example, or uncommon severity of labor, has no effect on 
value, except so far as it deters men from engaging in that 
particular occupation. If they be ignorant of the danger or 
indifferent to the severity of the labor, the value of the 
product will not be affected. Similarly, as regards the wait- 
ing element of cost, it is not the absolute hardship of the 
waiting that counts in cost of production, but men’s estimate 
or opinion of that hardship. A general change of opinion 
regarding the sacrifice of waiting acts on the values of com- 
modities in all cases where the length of waiting is different. 
If men come to think more lightly of waiting, there must 
come a fall in the value of those commodities which demand 
longest waiting. The application of this principle to the 
case of a fall of profits is obvious. A general fall of profits 
is merely evidence that men think waiting for reward less of 
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a sacrifice than they formerly thought it. The fall of profits, 
and the fall in value of products such as wine, are both merely 
evidence of one and the same fact, both effects of one com- 
mon cause,— namely, the changed estimate of the sacrifice of 
waiting. 

The bearing of these considerations on various questions 
relating to wages will be at once apparent. Much loose 
writing has been indulged in of late years in reference to the 
source and the law of wages. I believe that a full and correct 
apprehension of cost of production is requisite, in order to 
place the law of wages on its true and unassailable founda- 
tion. The champions of labor, who claim the whole product 
of industry as the rightful due of the laborers, must be pre- 
pared to accept the terms on which products are obtained in 
this world. At present, they claim an impossibility; for they 
claim the product before nature gives it. To make good their 
title to exclusive ownership, they must be prepared to face 
the whole cost of production. Also, those writers who argue 
that wages are paid out of the proceeds of present labor rather 
than out of the proceeds of past labor, must see what a base- 
less fabric they have been erecting. The finished commodities 
that are streaming into the reservoirs of trade at the present 
moment, to become the wages of the labor now being ex- 
pended, are not, for the most part, products of recent labor. 
They are the final results of labor spread over years past, much 
of it over many years. The argument that laborers always 
produce something for their employers before receiving wages, 
and that there is, therefore, no real advancing of wages, is 
at once seen to be fallacious, when attention is directed to 
the element of time in production. For the most part, the 
result of any particular week’s labor is not a consumable com- 
modity at all, but some small forwarding of the production 
of such a commodity towards its final stage, or some contribu- 
tion towards the machinery for so forwarding it. The final 
result, which is to form the eventual reward from nature for 
this labor, may be, and usually is, still far in the future. The 
machinery and materials which the employer has on his hands 
meanwhile are no doubt valuable; but their value lies in their 
future capabilities, and not in their present utility for men. 
If there were no men willing to wait for the rewards of their 
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exertions, such things would cease to have value, or, rather, 
such things could never have existed. The decisive point 
for our present question is that such things are not available 
to pay wages. This fact once fully recognized, the discussion 
of the wages problem may be expected to take a more useful 
direction than it has had in certain recent publications. 

S. M. Macvane. 


ACTION UNDER THE LABOR ARBITRATION ACTS. 


Seven States have been equipped with laws providing some 
special form of arbitration or mediation for the settlement of 
industrial disputes. These States are Iowa, Kansas, Massa- 
chusetts, New York, New Jersey, Ohio, Pennsylvania.* 

Roughly speaking, these acts may be divided into two 
classes,— those creating a permanent board of arbitration ap- 
pointed by the governor, with jurisdiction over the whole 
State, as in Massachusetts and New York, and those providing 
merely for the creation of local boards in each county, usually 
upon the joint petition to the Court of Common Pleas of a» 
specified number of employers and employees, as in the case 
of the other States mentioned. It is true that there are also 
provisions for local boards in Massachusetts and New York; 
and New York, in particular, has attempted to combine the 
two methods, by making provision for an appeal from the 
decision of the local boards to the three arbitrators constitut- 
ing the State board: but the attempt has altogether failed. 
None of the boards, not even the permanent boards, have had 


*For an analysis of the statutes of Iowa, Kansas, Massachusetts, and New 
York, see this Journal, supra, p. 86. 

In Illinois, a bill modelled on the Massachusetts act was passed by the House 
of Representatives about the middle of April, 1887, but was defeated in the Senate 
about two months later. On the 17th of June, however, the governor approved a 
bill providing “ that two or more persons or corporations may appear in person 
or by attorney in any circuit court (or in the Superior Court of Cook County) and 
submit to any judge thereof, orally, and without formal pleadings, any matter in 
controversy,” — having first entered into a written agreement to waive all right of 
appeal, release all errors, and submit the decision as final and binding. The bill 
seems to have wholly escaped the notice of those advocating arbitration boards, 
but Commissioner John 8. Lord of the Bureau of Labor Statistics thinks “ it may 
prove not the less a single and effective legal process to those who desire arbitra- 
tion at all.” An arbitration bill was also lost at the last session of the legislat- 
ure in both Nebraska and California. 
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any power of initiative; and the Massachusetts law also pro- 
vides that there shall be no strike or lockout on the part 
of the petitioners pending the action of the board. It is the 
object of the present paper to give a summary review of the 
operations of this body of legislation, based upon public re- 
ports and letters received from proper sources in the States 
concerned. 

It appears that the New Jersey legislature passed an arbitra- 
tion act of a very mild kind as early as 1880. As this did 
little more than give official sanction to the practice of settling 
labor disputes by means of private arbitration, no action was 
ever taken under it; and a new law was consequently enacted 
in 1886. Of the second law, Commissioner James Bishop 
says:— 

There has not been, to my knowledge, any use made of the law. The 
usual method has been for each party to name a person to judge the 
case; and, if they cannot agree, a third person is chosen by these two, 
whose decision is final and binding. In the larger cities, the Board of 
Trade generally has an arbitration committee, to act with a similar com- 
mittee appointed by the Knights of Labor Assembly in that district. 
These form a permanent board, and adopt stringent rules for their gov- 
ernment. The city of Paterson pursues this plan. 


The Pennsylvania “Voluntary Trade Tribunal Act” was 
passed during the session of 1883. Joel B. McCamant, Chief 
of the State Bureau of Industrial Statistics, says: — 


Under this act, either party to the labor dispute can obtain from the 
judge of the Court of Common Pleas in the county where the dispute 
arises a rule to arbitrate, when, if the other side is agreed, arbitrators 
are chosen, who in turn choose an umpire in case of disagreement. In 
three instances, the law has been put in practice by the miners and oper- 
ators in the bituminous coal regions in the Alleghany County district. 
The result was not satisfactory, and the practice of resorting to legal 
arbitration has been abandoned. 

The law is not compulsory, and cannot be made so; and, from all the 
information I can obtain, there is no better way to settle labor disputes 
than for the employees to thoroughly organize, save a little money, study 
the necessities of the particular trade or calling, and then act as a body. 
The lion and the lamb will never arbitrate. You must have two of a 
kind; and in Pennsylvania, where corporations rule supreme, working- 
men must organize or submit to the exterminating process. 

The workingmen in the iron and steel industry regulate prices on 
the sliding scale of selling prices, and they are so well organized and so 
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well informed in all things relating to their trade that they succeed 
almost invariably in fixing wages without the necessity of a strike or 
lockout. 


In Ohio, arbitration had met with some favor previous to 
the enactment of any special law. At length, in 1885, a bill 
was passed with complicated provisions for the appointment of 
local boards of arbitration, upon the application of a sufficient 
number of petitioners to the county Court of Common Pleas. 
Elaborate regulations were made for the appointment of an 
umpire; and every board was to continue in existence for one 
year, without compensation, expenses to be defrayed by “ vol- 
untary subscription.” Since then, the resort to private arbi- 
tration has increased; but Commissioner A. D. Tassett says 
he “does not know of a case arbitrated under this law.” 

The following extract is from the report of ex-Commissioner 
MecHugh:— 


Since the passage of the arbitration law in February, 1885, no effort 
has been made to put its provision into practical use, largely for the 
reason that compulsory arbitration is generally regarded as impracti- 
cable. It may be said of this law that, while its provisions are drawn 
with a view to voluntary action, its operations are compulsory in thé 
matter of a moneyed award; and, as employees are not usually regarded 
as responsible in a monetary sense, no employer will engage in a volun- 
tary act where he cannot enforce, as well as respond to, a decree for 
a specified amount of money. Again, it is admitted that arbitration, 
where individuals only are parties to the dispute, cannot be forced to 
abide by the decisions of such a board, because, as one man forcibly 
expressed it, ‘no employee can be made to work against his will, and 
no manufacturer can be forced to run at a loss.’’ To our mind, the 
provisions of this law can never be enforced until an act be passed in- 
corporating and making legal trade-unions. Were such a law in exist- 
ence, every society, taking advantage of it, would at once become a 
responsible body; and, if it voluntarily became a party to a case sub- 
mitted for settlement to an arbitration tribunal, the decree, if against it, 
could be enforced, for the union would have sufficient power to compel 
a compliance upon the part of its members. That arbitration can be 
made successful in the absence of law can readily be seen by a perusal 
of the... proceedings of the Miners’ and Operators’ Board of Arbitra- 
tion and Conciliation, recently held in the city of Columbus. 


The Kansas law, which was approved in February, 1886, 
has met with no better success. The comments of Commis- 
sioner Frank H. Betton, of the State Bureau of Labor Statis- 
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tics, are of special interest, however, as contrasted with the 
opinions just quoted in regard to the Pennsylvania and Ohio 
laws. After stating that “no use has been made of the law as 
yet,” he adds: “Our people [wage-workers] are not satisfied 
with the law. They say to this bureau that, when they pro- 
pose to resort to it, the employers tell them they have nothing 
to arbitrate. Employees of corporations want the law made 
compulsory; and a bill looking to that end was introduced 
late in the last session, 1887, but was not reached.” 

The opinion in favor of compulsory arbitration is expressed 
emphatically by miners, whose opinions are quoted in the 
report of the State Bureau of Labor for 1886. In the lan- 
guage of one of them, “The law is no good as it stands. It 
must be made compulsory, and then there will be an end to 
strikes.” 

The Iowa law has been in existence since March, 1886; but 
Commissioner E. R. Hutchins thinks “it has never been tried 
since its enactment.” 

It is something of a relief to turn from this record of inac- 
tivity in States providing only local boards of arbitration 
to the evidence of comparative activity in Massachusetts and 
New York. Here, at least, we should expect to find some- 
thing. In each State there has been a permanent board, and 
the boards have naturally found something to do. Indeed, 
in New York, the arbitrators are paid a fixed salary for render- 
ing their services. In Massachusetts, until very recently, the 
salaries have unfortunately depended on the amount the arbi- 
trators have been called upon to do. 

The New York board began work in June, 1886, under 
the act passed in the preceding month, by distributing among 
employers and employees throughout the State twenty thou- 
sand circulars calling attention to the provisions and purposes 
of the law, and announcing that the board was ready to be 
appealed to. The weakness of the law became apparent at 
once. There was in progress at the time a strike and lockout 
in the shirt and collar industry at Troy, affecting thirty-three 
establishments and ten thousand employees. The newspapers, 
naturally, called upon the board to do something; but “a 
careful reading of the law disclosed the fact that it had no 
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power to interfere.” An appeal to the Attorney-general only 
sustained this interpretation of the law. 


The act creating a State board of arbitration [he said] is clear and 
definite concerning the powers and duties of such board, which only 
acquires the right to act when appeals are taken from the decisions 
of the local boards. While I readily see the force and sense of your 
suggestions, Iam free to confess that I do not see how such an inter- 
pretation can be given to the act as to give even a semblance of 
authority to the State board to negotiate and act in first instances 
between the employees and employers. 


Nothing daunted by this confirmation of its opinion, the 
board offered to mediate. It held separate and then joint 
conferences with the parties, and finally recommended a 
schedule of wages. The recommendation, although accept- 
able to a large majority of the employees, was at first rejected. 
“Soon thereafter, however, through the influence of the Ex- 
ecutive Board of the Knights of Labor, wiser counsels pre- 
vailed; and the employees returned to work, substantially 
upon the terms offered by the manufacturers and recom- 
mended by the board, and have continued without interrup- 
tion since. ... The strike and lockout had continued between 
five and seven weeks, so that the loss to labor alone was 
between $500,000 and $600,000. To the manufacturers, it is 
estimated at between $300,000 and $400,000.” 

This policy of direct mediation once inaugurated, four 
other cases arose, in which the board held formal sittings at 
the place of the dispute, took testimony under oath, and ren- 
dered decisions which the parties had agreed in advance to 
accept. In one case, a lockout was obviated which would 
have directly involved twenty-five hundred steel and iron 
workers. In another instance, a strike and lockout was settled, 
involving one thousand brickmakers. A third dispute was 
settled which had led to “a partial stoppage of the work of 
the mills” of the Cable Flax Company at Schagticoke, while 
the fourth hearing resulted in the satisfactory settlement of 
a dispute as to wages in a “mailing agency” in New York 
City. Besides these formal hearings, the member of the 
board resident in New York City has been prominent for 
his zeal and success in negotiating several informal settlements 
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of labor disputes, especially those involving the street rail- 
roads of that city. 

The experience of the Massachusetts board was in some 
respects similar to that just recounted. The act was passed 
in June, 1886, and differed essentially from the New York act 
in that it gave to the parties desiring arbitration the choice 
between resort in the first instance to a local board or to the 
State board. Early in September, a circular similar to that 
distributed in New York “was prepared and sent by mail to 
every person, firm, or corporation engaged in manufacturing 
in the State and employing not less than twenty-five persons.” 
Up to May 7, 1887, the board had responded in all to seven 
applications. In three of these, the employers refused to join ; 
three others were joint applications, submitting certain ques- 
tions to the determination of the board; and in the remain- 
ing case neither party was willing to join in the application 
made by the other, but after three days had been spent in 
a hearing on the employees’ petition an understanding was 
arrived at, in accordance with which both the applications 
were placed on file at the request of parties respectively inter- 
ested, and a joint application presented instead. The conduct 
of the employers in the first three hearings is especially signifi- 
cant. 

The first appeal to the good offices of the board came from 
the employees of a firm engaged in the manufacture of elastic 
web in Chelsea. At the public hearing conducted at the city 
hall, the firm, by its attorney, protested against the proposed 
investigation, and then withdrew when the objection was 
overruled. It soon appeared, however, that the employees had 
been on a strike for upwards of four months; and, on account 
of this, the board was “compelled to decide that, under the 
provisions of the statute, it would not be legally justified in 
offering its advice to either party.” The dispute was conse- 
quently left to settle itself. The second hearing on the peti- 
tion in behalf of the Groveland Mills was also conducted in 
the absence of the employer, to the great regret of the board. 
In fact, a lockout was begun on the second day of the hear- 


ing; and, in spite of the recommendation of the board for an 


advance of wages in certain departments, the employees were 
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forced to yield. It is stated in the report that “there has 
since been an increase in wages and something done towards 
correcting the inequalities complained of. Upon the resump- 
tion of business, however, four men and one woman who ap- 
peared before the board and testified at the public hearing 
were denied work, and have not since been employed in the 
mills.” 

The next petition was in regard to wages, piece-work, and 
hours of labor in behalf of one hundred and thirty employees 
engaged in “making keys and sharps for pianos and organs 
and in the manufacture of actions.” The employers refused 
to join in the petition, and did not appear at the hearing, 
In this instance, however, the board congratulated itself on 
being instrumental in securing a reduction in the number of 
hours required for a week’s work from sixty to fifty-nine. At 
all events, notice of this change was posted in the factory 
after the notice of the hearing had been ordered. “ All other 
matters remain as before.” In two instances of joint applica- 
tion, price-lists and other recommendations, based on evidence 
adduced at the hearing and on further information from @ 
large number of separate establishments, were submitted to 
firms engaged in the manufacture of boots and shoes,— one in 
Plymouth and one in Boston. A still more elaborate report 
was submitted February 8, touching personal grievances, 
wages, the removal of shoe factories to the country towns, 
and other matters “deemed to be of the greatest importance 
to the shoe manufacturers of Lynn.” And, finally, these find- 
ings were followed May 7 by the recommendation of certain 
rules and of an exhaustive price-list “in the matter of the 
joint application of the Hallowell Granite Company, a cor- 
poration doing business in Boston, and its employees.” 

The meagreness of these results is evident at a glance. 
There had been no dearth of strikes and lockouts, and no 
effort had been spared by either board to make State arbitra- 
tion popular and effective. Yet the results were small. Both 
boards regarded the laws as defective. In New York there 

yas said to be too much “red tape” about the formation of 
the local boards, “the proceeding being almost as complicated 
as the commencement of an action at law.” On the other 
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hand, there was every inducement for the formation of local 
boards in Massachusetts. The provisions were simple and 
the powers of the boards were unusually large, yet the law 
was practically unused. Both boards, too, chafed under the 
restraints that prevented them from taking the initiative as 
mediators, on the ground that mediation was often productive 
of good where nothing could be accomplished by arbitration. 
In its report, the New York board stated the case as fol- 


lows:— 


The experience of six months proves conclusively that the theory 
and letter of the law, which contemplate commencement by and working 
up from a local body below, constituted voluntarily by mutual agreement 
of the parties at issue, and appeal to an established body above, will not, 
under the conditions that exist in this State, however successfully they 
might operate elsewhere, reach the end desired and objects declared in 
the title of the act to authorize a State Board of Arbitration for the 
amicable adjustment of grievances and disputes that may arise between 
employers and employees. Parties to a dispute that requires arbitra- 
tion for settlement are found in too many instances so far apart, so 
full of feeling, and so hostile, that they will not, of their own motion, 
come together and choose members of a local tribunal to whose judg- 
ment they will be willing to submit. The simple fact that, notwith- 
standing publication and commendation of the law by the press, and 
the distribution among employers and employees of twenty thousand 
circulars calling attention to its provisions, together with twenty thou- 
sand copies of a thirty-two-page pamphlet presenting the views of many 
recognized authorities on questions of capital and labor, commending 
arbitration as the best means of settling disagreements in the various 
fields of industry [see appendix], not a single case, in accordance with 
the letter of the act, has been reported, would seem to be sufficient to 
settle that point. On the other hand, the working of the board in re- 
verse order, without the law, and clothed with only the prestige of hav- 
ing been created by the State for purposes of arbitration, has accom- 
plished much. ... 

From what has been observed, belief is warranted that Mediation, in 
the name and by the authority of the State, at the outset of a difficulty, 
is in some cases and in many respects more important than Arbitration 
after a difficulty has grown to large proportions or reached the final divi- 


sion stage. 


In accordance with the suggestions of this 1eport, a new 
act was passed at the beginning of this year, creating a State 
Board of Arbitration and Mediation, with increased powers. 
The present act embodies most of the provisions of the old 
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one, and simplifies some of them. The right of appeal from 
the local boards still exists, but the parties may elect to sub- 
mit to the State board in the first instance. It is further 
provided that — 

Whenever a strike or lockout shall occur or is seriously threatened in 
any part of the State, and shall come to the knowledge of the board, it 
shall be their duty, and they are hereby directed to proceed, as soon as 
practicable, to the locality of such strike or lockout, and put themselves 
in communication with the parties to such controversy, and endeavor 
by mediation to effect an amicable settlement of such controversy; and, 
if in their judgment it is deemed best to inquire into the cause or causes 
of such controversy, to that end the board are hereby authorized to 
subpoena witnesses, compel their attendance, and send for persons and 
papers, in like manner and with the same powers as they are authorized 
to do by the seventh section of this act. 


A similar provision for mediation has been added to the 
arbitration act by the Massachusetts General Court, together 
with other amendments of less importance. The act as 
amended still contains the rather anomalous provision that the 
local boards shall, in respect to matters referred to them, 
“have and exercise all the powers which the State board 
might have and exercise.” The probability that any such 
formidable rivals of the State board will ever be created is 
greatly diminished, however, by a clause entitling the local 
arbitrators to receive from the treasury of the town or 
city in which the controversy exists, if such payment is ap- 
proved in writing by the mayor or the selectmen, “the sum 
of three dollars for each day of actual service, not exceeding 
ten days for one arbitration.” It is also provided that, when- 
ever “it is made to appear” to the mayor of a city or the 
selectmen of a town that a strike or lockout is seriously 
threatened or has actually occurred, the State board shall 
be notified immediately. 

Two States, then, are fairly committed to a new form of 
State intervention. In Massachusetts, at least, there was 
vigorous opposition to the change. Men who had no objec- 
tion to a board that should come when it was wanted had 
decided objections to a board which could come whether it 
was wanted or not. They thought it an intolerable menace 
to business privacy that they should be liable to be summoned 
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before a tribunal and forced to submit books and papers relat- 
ing to their business for its inspection, at the instances of men 
whose names the tribunal was not permitted to disclose. The 
actual effect of the new provisions cannot yet be predicted. 
In New York there have been no reports of new cases since 
the passage of the law. In Massachusetts, three recent cases 
are reported,—one a hearing of minor importance, and an- 
other a response to a notice received June 15 of a lockout in 
Worcester. The latter difficulty was of long standing; and 
inquiry developed the fact that the manufacturers involved 
were not in the least disposed to recede from the position they 
had taken in posting notices that their factories will “here- 
after be open only to such operatives as will agree to deal 
individually with the firm or its accredited representative.” 
The board was also of opinion that at this late stage in the 
controversy it could be of no assistance to either party. The 
remaining decision was published June 22, in the case of a 
non-union bricklayer in Cambridge, who complained that he 
and his associates were threatened with discharge because 
they did not belong to a certain association. There was no 
“ dispute or controversy ” as to wages or quality of work, such 
as is contemplated by the statute. The action of the em- 
ployer was simply due to the alleged difficulty of securing 
enough workmen to carry on his business who would consent 
to work with non-union men; and this difficulty had reluc- 
tantly convinced him of the necessity of discharging satisfac- 
tory workmen, most of whom had been in his employ for ten 
years. At the hearing, the matter was fully investigated ; but, 
“in the opinion of the board, no facts have been shown in this 
case that render necessary the action proposed by the em- 
ployer.” 

Whatever the result of arbitration and mediation, as now 
combined, there can be little question as to the practical fail- 
ure of the laws as they previously existed. It would doubtless 
be easy to err in placing a purely quantitative estimate upon 
the work done. The quality of the work, the prestige which 
a principle like arbitration is supposed to gain from legislative 
recognition, and the valuable experience acquired are all to 
be taken into consideration; yet the almost unvarying testi- 
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mony under such varied conditions would seem conclusive as 
to the worthless character of the provisions for local boards. 
There have been elaborate laws, and laws that did little more 
than suggest a special application of generally recognized prin- 
ciples of arbitration ; but the former have been charged with 
“red tape” and the latter with informality. Pennsylvania 
has found her law unsatisfactory in three trials, and one report 
of a local board has been presented to the Massachusetts State 
board. The other States in question have treated the pro- 
visions as practically worthless from the start. 

It is noticeable, too, that this neglect cannot be laid wholly 
to a general apathy on the question of arbitration; for in some 
States — notably, Pennsylvania, Ohio, and New Jersey — the 
neglect of the statute has been accompanied by an increased 
and well-organized interest in private arbitration. Many 
things have undoubtedly contributed to these results, but it 
seems not improbable that behind them all is a manly Anglo- 
Saxon preference for conducting private business without any 
unnecessary assistance from the State. 

The success of the permanent boards may still be regarded 
as an open question; but the practical abandonment of the 
original plan of arbitration is significant of a tendency on the 
part of the State to interfere, “whether it is wanted or not.” 
“Compulsory arbitration,” if it is not a contradiction in terms, 
is probably impossible in practice. The opinions to this effect 
quoted from Pennsylvania and Ohio seem also to accord with 
the general verdict as to the relative value of the English arbi- 
tration laws, and they far outweigh the prejudice in favor of 
compulsion among the “ employees of the corporations ” in Kan- 
sas. A mild sort of coercion in the form of public sentiment 
is, however, indirectly brought to bear by the amendments to 
the Massachusetts and New York laws, which provide that 
State boards may investigate the causes of a controversy 
and publish a report assigning the “responsibility or blame” 
to the guilty party. It will be interesting, therefore, to 
observe how far the fear of unenviable notoriety will have a 
desirable effect. 








Epwarp CuMMINGS. 
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THE ECONOMIC MOVEMENT IN GERMANY. 


[The date at which this letter was received unfortunately made it im- 
possible to submit the translation to Professor Nasse for his revision, in 
season for publication in the present number. ] 

Bonn, at the close of May, 1887. 

In recent years, economic questions have been discussed in 
Germany more than at any other time. Until within fifteen 
years, controversy turned on the powers and influence of the 
representatives of the people, the position of the states in the 
Empire, the division of the field of Church and State,— ques- 
tions which, as compared to those concerning social and eco- 
nomic policy, have since gone into the background. Political 
parties have become economic parties, and the vigorous dis- 
cussion in public life has exercised a stimulating influence on 
scientific research. Important differences of principle have 
appeared in the course of this movement; and controversy has 
arisen, not only on the merits of particular measures, but as to 
the scope of economic policy as well as of economic research. 
It will serve the best purpose, I believe, if I direct my 
remarks to these questions of principle; and I will therefore 
endeavor to say something first on the disputes in the field of 
practical politics, and then on the differences among investi- 
gators and scholars. 

In most civilized countries, a reaction has set in, in recent 
times, against the industrial individualism which had for 
centuries advanced with powerful strides; but nowhere has 
the reaction been so strong as in Germany. Many causes 
have contributed to this. The German states, and especially 
the largest one among them, possess a wise and well-ordered 
administrative system, and a trained and trustworthy body of 
civil servants. Until 1866, few in Germany estimated this 
advantage at its true worth. On the contrary, the general 
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dissatisfaction with the sad state of Germany led to a general 
distrust of the governments and their agents (Organe). There 
was astonishment at their achievements and their success in 
1866, 1870, and 1871. Public opinion changed, and all the 
more strongly as the injustice and the mistake of former years 
were perceived, and the great boon was appreciated which 
Germany possessed, in an impartial, just, and intelligent 
administration of her public affairs.” While the deficiencies 
and the close guardianship of a short-Sighted bureaucracy had 
been complained of in former years, a belief now arose that 
every economic_and social evil could be cured by the state 
and its agente] 0 to this the influence of the great states- 
man who stands at the head of Germany, and is indefatigably 
active in extending the influence and power of the state in a 
country which has been divided and split up time out of mind. 
Lastly, it was unfortunate for the adherents of a liberal 
economic policy that, shortly after the passage of legislation 
such as they advocated in the years 1865-73, a great crisis 
and an industrial depression set in, which were widely ascribed 
in Germany to those new measures which had promoted free- 
dom of exchange in domestic and international trade. 

The change in public opinion in Germany as to the func- 
tions of the state shows itself in the most diverse fields. It is 
most noticeable in the prevalent opinions on customs-tariff 
policy. The government of the leading state had always 
been, from 1807 to 1877, favorable to a system of moderate 
free trade, and had opposed the protective tendencies of the 
southern states. In this policy, the statesmen of Prussia had 
been supported, not only by current economic theory, but by 
the interests of by far the most important and influential 
branch of industry in that country. The agriculturists of 
Northern Germany had in England a near market for a sur- 
plus of production over domestic consumption, which was. 
until recent times not inconsiderable; and they found, more- 
over, in England the best and cheapest source of supply for 
manufactured articles. Their interests led them to oppose 
with all possible strength any artificial disturbance of this ex- 
change. The situation is now altered. The competition of 
America, Australia, Russia, and India has deprived German 
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agricultural products of their market in England; while Ger- 
many needs of those products a larger amount for consump- 
tion than she herself produces. The agricultural producers 
have changed from eager free traders into protectionists ; 
and in 1879 a compromise was struck, under the leadership 
of the imperial government, between the large landed pro- 
prietors and the representatives of the cotton and iron in- 
dustries, by which they gave each other aid in their protec- 
tionist efforts. The demands of the agricultural producers 
were moderate in 1879, but since then the movement for 
protection against foreign competition has grown in strength 
and has won wide support. The continued fall in the prices 
of agricultural products has brought about, on the one hand, 
a state of depression among land-owners, which constitutes a 
serious danger for the country at large, and on the other hand 
has caused many consumers to believe that protective duties 
do not raise prices. Moreover, the countries from which Ger- 
many imports most agricultural products— Russia and the 
United States—impose heavy import duties on German man- 
ufactures; and public opinion inclines to retaliation. Under 
such conditions, the representatives of the landed interest 
demand higher and higher duties, in order to check the im- 
port of foreign agricultural products; and it is quite within 
the bounds of possibility that, in the early future, they may 
carry their demands through even more than in the past. For 
the present, however, the great statesman at the head of affairs 
maintains an attitude of non-compliance with their demands. 
The objections on the score of the cost of subsistence to the 
poor and the cost of production in exporting industries are 
obvious. It is only in the latter that our rapidly growing pop- 
ulation can find employment and wages; and, in order to 
yield these, the exporting industries need cheaper produc- 
tion, which shall enable them, by lower prices, to find wider 
markets abroad. Considerations of this kind may in time 
destroy the alliance between the agricultural and industrial 
protectionists of Germany, as they did in their time in Eng- 
land. The manufacturers call with increasing frequency for 
commercial treaties with foreign countries, which shall open 
the way for German exports by mutual reductions of duty; 


er eet eae 











CORRESPONDENCE 501 


while the agriculturists oppose such demands, which must 
lead to a reduction of duties on their products. 

Much less dispute exists on the achievements of the new in- 
dustrial policy in its endeavors to protect the laborer and his 
family from want in case of sickness or accident. The two 
acts passed for this purpose, the sick and accident insurance 
acts, are now completely in force; and it is fair to say that 
their operation has reconciled with them many who were at 
the outset opposed to their fundamental idea, and especially 
to their compulsory features. Experience will show more and 
more rapidly how to obviate slight defects such as have come 
to light in their execution. The gravest doubts arise from the 
fact that the bodies insuring against accident do not accumu- 
late a fund which will enable them in the future to keep their 
dues at the present level. They accumulate but a moderate 
reserve-fund, so that the contributions must increase continu- 
ously for a number of years. The strongest reason given for 
this course is that at present it would be dangerous to impose 
great burdens on our industries, and that it is wise to make 
the contributions small for the first few years. But who will 
guarantee that German industries shall yield so much more 
in the future than they do now? These, however, are, after 
all, objections of no decisive bearing. On the whole, there 
is an unmistakable feeling of satisfaction—a feeling which 
constantly extends to wider circles —that the greater number 
of laborers with their families have been successfully secured 
against bitter need and misery in case of sickness or other 
misfortune. The next task for the social legislation so begun 
will be the extension of insurance regulated by the state to 
incapacity arising from old age (IJnvalidenversicherung). The 
task presents very great difficulties, but it may be hoped that 
they will be gradually overcome for larger and larger parts of 
the working population. In addition to the imperial legisla- 
tion on workmen’s insurance, efforts will be made to remove 
evils of less importance. Measures for counteracting usury 
in the agricultural districts, for abolishing unsanitary factory 
methods and unhealthy city dwellings, are now in the fore- 
ground in public discussion. 

While the legislative efforts just mentioned are peculiar to 











502 QUARTERLY JOURNAL OF ECONOMICS 





Germany, the contest between monometallism and bimetallism 
has essentially the same features as in other countries. It was 
natural that the success of government action in other fields 
should bring many to adhere to the policy, which desired to 
fix by public measures the relative values of the two precious 
metals. It is fair to say that by far the majority of the 
younger economists are advocates of international bimetallism. 
Among the people at large, moreover, the agricultural situa- 
tion presents a favorable field for the bimetallist agitation, as 
well as for the protectionist. Nevertheless, it has, in recent 
years, decidedly lost ground. The Prussian minister of 
finance, without going further in the matter, has pointed 
out the uncertainty of any international coinage agreement; 
above all, the impossibility of insuring its punctual execution 
by all the contracting parties. He has rejected, without fur- 
ther ado, the idea of putting the German coinage system on 
so precarious a foundation. It is not likely that he would 
have made a declaration of this kind on a matter of inter- 
national concern without consultation with Prince Bismarck. 
The declaration is therefore of great significance. It is well 
known that Prince Bismarck shares the fears of the bimetal- 
lists that the production of gold will not suffice to meet the 
demands for coinage purposes of all the states that wish to 
adopt the gold standard. The analogy, so often used, of the 
blanket which is too short, comes from him. His social and 
political position leads the chancellor to sympathize with the 
classes who suffer from the low prices. That he should, never- 
theless, reject international bimetallism is the result, not of 
opposition or indifference to its aim, but of. doubts as to its 
practicability. The man with the best knowledge of inter- 
national relations has no faith that an international treaty can 
have that degree of permanency, which would be necessary to 
make it the foundation of a country’s coinage system. That 
this is the position of the imperial government has been made 
more clear, by the sale to the Egyptian government of a 
quantity of silver, consisting in part of old coins previously 
melted down, and in part of thaler pieces, which had re- 
mained in circulation and were withdrawn for this purpose. 
The melting of the thalers and the sale of the silver already 
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melted had been suspended in 1879, in the hope of a rise in 
the price of silver. The resumption of the sales last year, at 
still lower prices, shows that the German government has 
given up the hope of an international agreement that might 
raise the price of silver. The cause of bimetallism in Germany 
has therein suffered a great defeat. 

If we turn now from these questions of economic policy to 
scientific investigation, we may best divide German economists 
according to their opinions as to the province of political 
economy and its methods of scientific research. 

Investigators are not wanting in Germany who adhere in 
matters of method to that economic school which has its most 
distinguished representative in Ricardo. They endeavor to 
isolate in thought economic phenomena, to disregard as much 
as possible all motives other than economic which actuate 
men in their industrial action, and thereby to find rules for 
industrial action. The investigation of these economic laws 
is to be sharply separated from the study of the actual devel- 
opment of economic affairs, from economic history, and from 
schemes for the best governmental regulation of the economy 
of society. The representatives of this abstract, deductive 
tendency are to be found chiefly in Austria, where their 
leader is the acute professor of political economy in the 
University at Vienna, Dr. Carl Menger. Béhm-Bawerk, Emil 
Sax, and others, join him. An excellent justification of this 
method was published, a few years ago, by the present pro- 
fessor of political economy at the University of Dorpat, 
H. Dietzel, in Conrad’s Jahrbicher fir National-Ockonomie 
(vol. ix., new series). 

If it were our business to review in this connection the vari- 
ous publications, we might enumerate a series of very acute 
writings of this tendency brought out in recent years. Little, 
however, as we might wish to deny the propriety of this 
method in principle,* it must yet be admitted, as its oppo- 
nents assert, that the results achieved by it, notwithstanding 
the abilities of those who maintain it, are insignificant. The 
most important work of Béhm-Bawerk, on theories of inter- 


*In the original, ‘‘ Aber so wenig wir die Berechtigung dieser Methode 
principiell liiugnen méchten.” 








504 QUARTERLY JOURNAL OF ECONOMICS 


est, contains an exhaustive criticism of previous doctrines, yet 
fails to arrive at any independent conclusion ; and I fear that, 
when we get this conclusion, it will prove to differ little from 
Hermann’s and Menger’s theories of the yield of capital (Mutz- 
ungstheorien), which the author has rejected. The compre- 
hensive work of E. Sax, just published, Grundlegung der The- 
oretischen Staatswirthschaft, treats public finance as a purely 
economic matter, and considers the payment of taxes a mere 
process of economic valuation [of the services of the state] 
(wirthschaftlichen Werthungsprocess). But, although it is often 
possible, and indeed, for purposes of scientific deduction, often 
necessary, to disregard accidental, disturbing influences in con- 
sidering private economy, such a proceeding cannot hold good 
in treating public finance, and, above all, the distribution of 
taxation. For here the non-economic factors are not acci- 
dental, but essential. 

The lack of fruit from the deductive method in more recent 
times is, to my mind, the chief cause of that opposite ten- 
dency, which endeavors to resolve political economy into 
economic history, and for the present confines itself to specific 
historic investigations which are to form the foundations of a 
coming philosophy of economic history. The leading repre- 
sentative of this tendency is G. Schmoller, of Berlin. But, 
besides him, a large number of young men in Germany have 
devoted themselves to studies in economic history, and have 
produced many thorough pieces of work in this field, so fer- 
tile and as yet so little cultivated. I mention but one com- 
prehensive work, the result of extraordinary diligence, which 
has essentially added to our knowledge of the economic con- 
ditions of Germany in the Middle Ages, Lamprecht’s Deutsches 
Wirthschafisleben im Mittelalter, in four large volumes. To 
these historical works, we may add a large number of careful 
investigations of existing economic conditions. The Verein 
fir Socialpolitik has issued in recent years numerous excel- 
lent publications on the agricultural situation, and on tene- 
ments and dwellings in the large cities. Similarly, there are 
instructive and careful descriptions of local economic condi- 
tions in the various series edited by Professors Schmoller, 
Conrad, Brentano, and Knapp. 
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But the great majority of German economists would not 
limit political economy to the conclusions which can be 
reached deductively, nor to the description of the economic 
‘ conditions of the past or present, nor to comparative economic 
history. They believe that, side by side with the deductive 
method, the experiences of actual life, as ascertained by atten- 
tive observation and thorough study of the economic phe- 
nomena of the past and present, are the prime sources for 
economic science. They are convinced that things cannot 
be understood unless it be known how they have developed. 
But history and statistics alone by no means can bring us an 
understanding of the economic life of our time. Its mani- 
festations are so much more complicated and varied than 
those of former times, that we can find our way among them 
only by isolating in thought particular phenomena and follow- 
ing them out. Lastly, these men see no ground, either in the 
variety of our actual knowledge —a variety that can never 
quite disappear —or in the close connection of economic and 
other phenomena, for giving up as hopeless the task of con- 
structing an economic theory. That the greater number of 
German economists follow this “eclectic” or “empiric” ten- 
dency is shown in the largest and most important work which 
German political economy has produced in recent years,— the 
Handbuch der Politischen Oekonomie, edited by G. Schénberg, 
of which the second much enlarged and improved edition 
appeared last year. The book is well known, and need not 
be further described here. Next to it, the most important 
publications of larger scope which have appeared of late are 
doubtless the three treatises on finance by L. Stein, W. Roscher, 
and Ad. Wagner. These authors, however they differ in other 
respects in their political and scientific views, all take in the 
matter of method that attitude of compromise which has just 
been described. But the great interest in matters of public 
finance which is signified by the simultaneous appearance of 
these three large and comprehensive works on the subject, is 
characteristic in another way of German political economy. 
It shows the tendency in Germany to treat of public economic 
(staatswirthschaftlichen) operations in contrast to the tendency 
of the older English and French writers to treat only of the 
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operations of individuals (privatwirthschafllichen). Economic 
life is preferably considered in its connection with the state; 
and the old individualistic tendency, which was hostile to gov- 
ernment, may be considered a thing of the past. 

The change in public opinion already alluded to, on the 
relations of the individual and of society, of private and of 
public economy, appears even more strongly in science than 
in actual life. Still, very different degrees are distinctly to 
be seen in this tendency toward public economy or state 
socialism, and might be pointed out particularly in the three 
treatises on finance which have been mentioned. Ad. Wagner 
goes farthest in introducing “communistic” aims into the 
management of public finance. To his mind, taxes are means 
not only for supplying public wants, but for correcting inequal- 
ities in the distribution of wealth. The danger which comes 
from setting up such a principle in a democratic society, 
or a society tending to democracy, like our own, is above all 
strongly insisted on by Stein. This has led Wagner to begin 
the publication in the Zeitschrift fir die Gesammte Staats- : 
wissenschaft of several articles, in which he endeavors to de- 
fend his “socialistic” conception of public finance. It is his 
opinion that we are in a stage of transition from the period 
of the citizen’s state (staats-biirgerlichen Periode) to the so- 
cialistic period, and that this inevitable and desirable devel- 
opment is to make its way in public finance and especially 
in taxation. 

We must refrain from a more detailed description of the 
recent publications in German economic literature. For that, 
the scope of this letter does not suffice. The task for such 
a report as this, it has seemed to me, is simply to call atten- 
tion to those controversies and intellectual movements which 
are most deserving of note in the field of German economics, 
both in literature and in polity, and which I may suppose to ss 
be most likely to arouse interest abroad. 





Erwin NAsseE. 
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THE UNITARIAN REVIEW. 


Editor : Publication Office, 


JOSEPH HENRY ALLEN. 141 FRANKLIN STREET, 
Office, 25 Beacon St. : a ; BOSTON. 


THe Unitarian Review is published monthly, making two volumes a year, of nearly 
six hundred pages each, at three dollars a year. 

Its LEADING ARTICLES cover a large variety of topics, theological, philosophic, and 
literary, especial attention being given to politic: al and social ethics. Among the subjects 
treated during the current year are included the following : — 

Theology and Religion: The Name Unitarian and the Name Christian; The Harvard 
Divinity School, by Professor Everett; The Universal Word, by Rev. E. Buckingham ; The 
Revelation of God, by Rev. J. W. C hadwick (in t ype); Paul’s Doctrine of the Re ssurrection ; 
Righteousness its own Law, by Rev. George Bate helor. 

Politics, Society, and Morals: True Significance of Civil Service Reform, by Hon. 
Dorman B, Eaton; En he Negro’s Need in Education and the Rising Tide of ‘crime, by 
George R. Stetson, .; Education of an American Citizen, by Rev. E. E. Hale; The 
Irish Question, by hee R. A. Armstrong, of Liverpool; The Eastern Question (in type), by 
Professor Boros, of Transylvania; Labor Troubles, by Rev. J. C. Kimball; Socialism in 
Germany. 

Literary and Biographical: Jones Very, by G. Bradford, Jr.; William G. Eliot, D.D., 
by Rev. J. H. Heywood; Henry Ward Beecher, by Rev. C. A. Bartol; D. A. Wasson, 
by Rev. O. B. Frothingham. 

The EprrortAL DEPARTMENT, consisting usually of between thirty and forty pages, 
includes fresh notices of current topics and events, correspondence and brief discussions on 
matters of present interest, literary criticisms, and a very full department of ‘‘ book notices.” 
This last is under the special charge of Rev. N. P. Gilman (whose connection with the 
Literary World gives him special opportunities), and is designed to serve as a guide to readers 
students, and purchasers of books, giving each month a carefully selec ted and annotated list 
of recent publications, both American and foreign. Under the head of ‘‘ Critical Theology ”’ 
it is also designed to report fully the results in that field of the best modern scholarship, ‘and 
gradually to gather a body of constructive or historical criticism which may throw a clearer 
light on the early development of Christianity, especially during the first two centuries. 
Among the topics editorially treated are the Andover Controversy, Problem of the Fourth 
Gospel, The Divinity School, The Christian Examiner, The Labor Battle, The Indian 
Question ; and, under the head of ‘‘ Literary Criticism,’’ Tennyson’s Locksley Hall, Carpen- 
ter’s Liber Amoris, Life of W. H. Channing, Browning, Emancipation of Massachusetts, 
Franklin in France, Early Correspondence of Carlyle. 

From the Editor’s Preface we copy the following : 

“This REVIEW aims to represent the entire field of thought and life covered by the name 
Unitarian, and not to be the organ of any one group, party, or fragment among those to whom 
the work of the body naturally falls. It will not recognize, as matter of controversy, any 
differences of opinion, judgment, or method, such as must always be found where there is 
freedom to think and act. It will have a mind of its own, and e xpress that mind freely on 
whatever topic comes fairly before it. But it will have its channels open for any courteous 
and candid discussion of any matters on which there is honest difference. It believes there is 
ground broad enough and solid enough to do this without risking the essential thing. It 
hopes that in this way it may be the means of a better understanding ameug, the more earnest 
and younger minds, especially, that chiefly have the work in charge; and that it may con- 
tribute its own share (humble as that may be) to the solution of ene problems of higher 
thought, which beset every one that thinks. And for these ends it relies on the loyal co- 
operation of those who have this thing at heart. 

“The theological attitude of the Review will be the same that it has always held. It 
will welcome without distrust, and record without prejudice, whatever results appear to be 
fairly made out by critical investigation. It is plec hood to no body of opinion, but only to a 
method which promises to bring about in the future a better harmony than now exists between 
religious thought and the intellectual life. It has no preference for the so-called negative 
results of criticism, and no attachment to ‘the pale negations of Unitarianism.’ On the con- 
trary, it holds that religion lies very near the actual lives of men; and that theology, having 
to do with all the higher ranges of thought, has before it a definite constructive task, in the 
interpretation of those spiritual laws in which the welfare of men and communities is closely 
bound up.” 

A copy of the Editor’s Preface will be sent gratuitously to any who may apply, and 
specimen numbers may be had at twenty-five cents each. A limited number of sets of back 
numbers will be furnished to those desiring to commence their subscriptions with the current 
year. 

















